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Lucidity and Daring 






























T is useless to disguise the extreme gravity of our situa- because campaigning was using up her stocks. Now at last 
tion. The advance guard of the German army is in we face the reality of things, that Germany cannot be de- 
— Boulogne. Unless our counter-attacks can restore the Arras- feated until we meet her tank for tank and ’plane for 
Bapaume-St. Quentin line and prevent the consolidation *plane. At last, with the Nazi armies hammering at the 
of this advance whose spearhead has so far consisted of Channel ports, we mobilise for total war. 
machines, not men, then the British and French armies France did not err by complacency. Her sacrifices for 
are separated, France loses one of her most important in- the war were “ total ” from the first. The fault here lay in 
dustrial areas, and the Channel ports pass into the hands excessive reliance upon defensive strategy, an excessive 
of an enemy who for the first time in the history of man _ belief in the fortified line. France had prepared herself 
is perhaps in a position to risk the invasion of an island for siege warfare. In a few days, Germany forced upon her 


whose navy controls the seas. The Prime Minister has the war of mobility and surprise, designed with daring and 
warned the country. After the attack on France must come originality, organised to the last item, conducted with in- 
the attack on Britain, with every weapon available in the credible skill. In the first clash between the two concep- 


Nazis’ terrifying armoury. tions France had only a few hours in which to learn that 
In a time of such tension and jeopardy it is distasteful defences could be pierced and warfare carried into the 
to go back over the tale of disaster and recall our mis- —_ open. 
takes; yet it is primarily from them that we shall learn how Britain and France are learning their lesson. At last we 
to do better. From the very frank account given by M. are mobilised for a maximum effort, at last we have a 
Reynaud to the Senate we have the immediate causes of Government capable of taking from the community the 
———|} the débdcle on the Mcuse—over-confidence in the diffi- sacrifices it only asks to make. In France, radical reorgan- 


culty of the terrain, maldistribution of second-class troops, _isation has given the command of the armies to General 
— incompetence in the matter of destroying key | Weygand, a tried soldier and remarkable strategist, has 
Tidges, confusion and panic when the unexpected hap- brought Marshal Pétain, the veteran of Verdun, into the 














ay pened and the German armoured columns burst through © War Cabinet, transferred to M. Reynaud the responsi- 
TOKYO —but these immediate causes spring from something bility of controlling the war machine and brought the 
deeper than defective foresight and temporary loss of vigorous personality of M. Mandel to the Ministry of 

— To-day both Britain and France are suffering the the Interior. These changes are a pledge that the French 
Msequences of their former misapprehension of the are “ forging themselves new hearts.” It is the spirit of 
oa a of total war. The Allied outlook was curiously com- offence and victory which will dominate their armies, not 

Pounded of complacency and timidity. We in Britain that of security and defence. 

Provided the complacency. We allowed ourselves to win The time is desperately short, the crisis graver than any 
acts as S war by every expedient save that of accepting the | we have yet faced. But at last we know our weakness. 
>plication em the effort necessary to do so. First we were We have allowed complacency to fog our judgment and 
- as cause “ Germany would be torn by internal revo- timidity to sap our fighting spirit. There are two qualities 
3 (3 line on,” later because our blockade would bring her which we must now cultivate above all the rest—* lucidity 


knees, even later when the fighting really began and daring.” 
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Mobilisation at Last 


EVER can a more far-reaching Act of Parliament have 

contained fewer words or been enacted so quickly as 
the Emergency Powers (Defence) Act which was passed 
through ail its stages in both Houses of Parliament in less 
than three hours on Wednesday. Its operative clause con- 
fers upon the King in Council the power “to make such 
Defence Regulations making provision for requiring per- 
sons to place themselves, their services and their property 
at the disposal of His Majesty, as appear to him to be 
necessary or expedient for securing the public safety, the 
defence of the Realm, the maintenance of public order, or 
the efficient prosecution of any war in which His Majesty 
may be engaged, or for maintaining supplies or services 
essential to the life of the community.” In short, the Gov- 
ernment takes control of everybody and everything. It is 
the complete conscription of persons, labour and capital. 

The passage of an Act which at last makes possible the 
complete mobilisation of all the national resources should 
be a proud moment for The Economist. Before and after 
the outbreak of war, in and out of season, this journal 
has argued, pleaded, begged and cajoled for action of this 
nature. Over and over again the demonstration of the 
Allies’ qyerwhelming superiority in potential resources has 
been coupled with the warning that they must be mobi- 
lised on a scale far beyond anything hitherto contemplated 
if the potential is to be converted into the actual. Com- 
placency, we venture to claim, has never crept into these 
columns; rather there has been a steady refusal to be 
content with a war effort which went only as far as it 
could be carried without inconvenience to anybody. But 
when at long last these ideas are accepted and carried into 
law by acclamation, pride is overlaid with anxiety lest it 
be too late. 

This is not, however, a time for vain regrets about 
the past—or even for those indictments of betrayal that 
are now amply justified. Those who have seen this hour 
coming may perhaps be allowed a passing expression of 
astonishment that the men who have done the country 
such harm by their obstinate blindness can still find the 
courage to hold public office. But there is no time now for 
the pointing of obvious morals. It is a time for action, and 
nothing that the Government could have done would have 
put the country into better heart than their demonstration 
that they mean to act without delay, without respect for 
persons or institutions, without any object other than the 
salvation of the community. Let them continue. The only 
criticism they need fear is for not being drastic and ruth- 
less enough. The powers contained in the Act are mere 
instrumentalities; as Mr Attlee said in the Commons, “ the 
real force behind the Government to-day is the will and 
determination of a free people.” 

What, then, is to be done? The first task, obviously, is 
to speed up production, for in modern war even a Jevée 
en masse is helpless without its supplies. Everything neces- 
Sarily waits upon the promptness with which the equip- 
ment and munitions of war can be turned out. This in turn 
has three aspects—plant, materials and labour—and rapid 
advances will have to be made in each of the three direc- 
tions at once. So far as plant is concerned, the problem is 
one of bringing into use at once every factory and every 
piece of machinery that can be used to produce any form 
of war equipment. It is, of course, not an easy task to find 
work for a miscellaneous collection of varying capacities to 
produce; but it could be done if it were tackled on a 
regional basis, with the fullest use of local sub-contracting. 
The Government’s new powers should make it possible to 
cut out all the delaying technicalities of contracts. When 
the plant and the work can be fitted together, production 
should begin at once, for the Government’s account. The 
owner is assured fair compensation; the haggling can come 
afterwards, and the increase in the Excess Profits Tax 
to 100 per cent. should serve to kill most of the incentive to 
haggle. A business, like an individual, must henceforth be 
content for the duration with enough money to keep it 
alive. In the search for industrial plant, it goes without 
saying that no tenderness whatever need be shown to civi- 


lian orders. It would be far better at this stage to over. 
shoot the mark and cut down civil production further 
than can be permanently tolerated rather than to run the 
risk of hampering the war effort. 

In the case of materials, the difficulty of looking for 
plant capacity hardly arises. Those materials that are pro- 
duced in this country—chiefly coal and steel—must be 
forthcoming in whatever quantities are required, but the 
problem is more one of using existing plant more inten- 
sively than of adapting similar plant hitherto used for 
other purposes. There is nothing that can be converted 
into a coal mine or a steel furnace at a moment’s notice. 
And the great mass of raw materials are, in any case, im- 
ported. ‘Lhe chief necessity under this head is to ensure that 
the needs of the munition industries are met promptly, 
and in full; they must be given an absolute priority over 
civil needs. The use of steel for civil buildings, or evep 
for tube railways, can no longer be justified. Here again, 
it will be wise for a time to overshoot the mark, so that 
large stocks of materials can be built up, allocated to the 
essential industries and intended to ensure that production 
shall not have to stop for a moment because of any tem- 
porary or local shortage of materials. As sweeping an 
assertion of priority as this will not be easy to secure, 
but we can no longer do without it. To secure it, it may be 
necessary to control the controls. The weakness of the 
system of appointing controllers from the trades they 
control, so often emphasised by The Economist, will 
begin to show itself in a period like the present, when it 
is necessary for the controllers to forget about their peace- 
time customers and their peacetime customs, and start in 
dead earnest to do what they have never done before. 

Labour is the most urgent problem of the three, and it is 
in this direction that the most rapid action is to be taken. 
Mr Ernest Bevin has apparently succeeded in convincing 
the Ministry of Labour that we are at war. There is to bea 
Director of Labour Supply and local organisations to assist 
him, and there is also to be “a bold and comprehensive 
scheme of training.” The Government is taking powers to 
determine wage rates, and though Mr Attlee gave assur- 
ances that collective agreements would be fully observed 
and that payment would be on the basis of “ the rate 
for the job,” it is to be assumed that the auctions for 
skilled labour that are going on all over the country will 
be stopped. Labour must henceforth be found according to 
a logical plan. The Government’s new powers must be used 
to take it from where it is and place it where it is needed. 
The scandal of men kept out of the Army by the Schedule 
of Reserved Occupations and yet not used on work of 
national importance must be ended. Lord Beaverbrook’s 
call for volunteers among garage mechanics is an example 
of what is needed; but the policy should go much further. 
Every able man and woman must be found a job either im 
the armed forces or in the industrial effort of war. For this 
purpose intensive training will be needed. Mr Attlee men- 
tioned the facilities for training that exist in the Ministry's 
training centres and in technical schools. But much more 
than this will be needed. Every firm should be put under 
an obligation to train a given proportion of men and 
women, and the Government should itself assume the 
responsibility of finding the unskilled workers to be trained. 
Training, however, will necessarily take time, and in the 
meantime we must depend on the skilled labour force 
already in existence. They have been called upon to work 4 
seven-day weck, and it is the most literal truth to say that 
these men and women will be held to be lucky above theit 
fellows in the opportunity they have to give their toil and 
their sweat at once. ; 

All this represents a terrific task for the central organs 
tion. The result of so much effort throughout the country 
will merely be chaos unless it is firmly, wisely and rapidly 
controlled from the centre. Here is the problem which most 
requires the attention of Ministers, since it is under thet 
own direct control. What is needed is nothing less than @ 
complete change in the whole attitude of the Civil Servic 
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For twenty years since the last war, two insidious tendencies 
have been at work: on the one hand, a concentration of 
guthority in the hands of a very small group of senior 
officials; on the other, the deliberate inculcation among these 
senior officials of a spirit of small-minded timidity. Almost 
any argument will be accepted in the higher ranks of the 
Civil Service for not doing anything. As a result of this 
spirit and the bottlenecks created by the concentration of 
quthority and by the dominance of the Treasury (which has 
been allowed to extend over policy as well as over expendi- 
ture, over the appointment of persons to do tasks as well as 
over the creation of the positions they hold), the sluggish- 
ness of Government departments has become a national 
danger. Decisions that should require days take months, and 
then they are half-hearted. Some of the things that happen 
are almost unbelievable. Before the war broke out a recom- 
mendation was made by the most competent military 
quthorities that certain essential munitions materials should 
be accumulated in reserve; it was not carried out because 
a certain high Civil Servant gave his personal assurance 
that there would be no war. 

This state of affairs must now be altered. Civil servants 
who have assumed responsibility by obstructing plans for 


America’s 


OWHERE have the events of the last two weeks had 

a more profound effect in opening men’s minds to 
unpleasant truths than in the United States. Seven 
months of static war had misled the American people into 
believing that they neither wanted nor needed to become 
involved in Europe’s war; isolationism in March was far 
stronger than in September. But the treble blows of April 
and May—first the invasion of Denmark and Norway, 
then the assault on Holland and Belgium and finally the 
realisation that the Allies are in military peril—have 
brought American opinion back with a jump to a position 
far nearer intervention than isolation. 

It was suggested in The Economist last week that while 
the direction of the change in American sentiment was 
obvious, its extent was more doubtful. A further week has 
shown that the extent of the change is very considerable 
indeed—not quite so large as was suggested over last 
week-end by one or two cables which spoke of a coalition 
and an agreed election for the Presidency, but nevertheless 
almost revolutionary in its implications. The movement 
of American opinion has now suddenly resumed the course 
which was predicted by the majority of observers before 
the war broke out last September, a course from which 
it had been deflected by the unrealities of the winter. 
It has always been apparent that American isolationism 
rested on two props, of which the unwillingness to become 
involved in Europe’s quarrels has always been less im- 
portant than the belief that involvement was unnecessary 
since America’s security was adequately protected by the 
European democracies. Knock away the second prop, as 
it has been rudely knocked away in the past fortnight, 
and the unwillingness to intervene disappears beneath the 
sudden realisation of America’s own national interest. In 
the last few days it has been propounded from a thousand 
platforms, with the air of a new discovery, that the 
cheapest and most effective way in which America can 
Protect her own security is by assisting the Allies. 

This doctrine is now carrying all before it. In one 
authoritative metropolitan newspaper it has already been 
carried to its logical conclusion in the advocacy of a 
declaration of war against Germany. This is still the voice 
of a tiny minority, but the desire to do everything short 
of war to help the Allies is so nearly unanimous that 
Colonel Lindbergh’s restatement of pure isolationism has 
done more harm to the Colonel’s reputation than good to 
the cause he has sponsored. Eminent citizens in all parts of 
the country are forming and joining organisations whose 
Purpose is to assist the Allies. Congress, as is inevitable, 
Moves more slowly and its overt concern is more with the 
oe = the United States than with the course of the 
aie urope. But it is sufficiently stirred to accept 

4 murmur President Roosevelt's request for a 
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action must pay the penalty by removing themselves to 
spheres where they can do no harm. In France, the Civil 
Servants have been instructed to settle matters by direct 
contact rather than by the composition of minutes and 
memoranda, and the same principle might well be followed 
here. The chief necessity is for speed in decision and 
action, and that can only be secured by a far-ranging de- 
volution of the power to decide. There are plenty of able 
younger men both in the Civil Service and outside who are 
both able and willing to take the responsibility. Not the 
least of the sources of our wealth in the past and of our 
potential power to-day is our ability to breed men who can 
take responsibility; it can be as valuable in a governmental 
machine as in a fighting army, but it must be released from 
the chains that now bind it. The assumption of full powers 
by the Government is meaningless without the power to 
decide. 

The tempér of this great people is now fully roused. If 
the miserable betrayals of the past have left us with the 
means to resist the onslaught during the coming months, 
then we shall build, with this new spirit and the new 
leadership, a military machine so enormous that there will 
be no power on earth to stop us. 


Awakening 


further defence appropriation of $1,182 millions (strangely 
described as “tremendous”; related to the respective 
National Incomes it is the rough equivalent of only about 
£100 millions in Great Britain), and one of the passages 
in his address which received the warmest applause was 
that in which he asked that no obstructions should be put 
in the way of supplies for the Allies, even for the purpose 
of building up America’s own defences. 

The total effect of these manifestations of public and 
Congressional sentiment is to transform the United States 
from a neutral into a “non-belligerent.” The Neutrality 
Act and the Johnson Act still remain, and there is no open 
move to change them; indeed, if Congress adjourns for 
the summer without altering them, an awkward situation 
may develop. But such details apart, it is clear that 
nothing that can be shown to be necessary for the Allies’ 
survival is likely henceforward to be refused. 

This is, of course, an immense stride forward. But 
unfortunately changes of heart take a long time to be 
translated into material terms. America clearly wants to 
help; but it is not very easy to see how she could help in 
the immediate future. A resolution which was introduced 
into the Senate permitting the sale to the Allies of any 
aircraft now in the possession of the American Army 
and Navy was, of course, promptly rejected; but it 
is the only action that the United States could take that 
would stand a chance of affecting the issue of the battle 
now raging in France. The present battle will, however, 
be succeeded by others, and the prospect is that an 
immense struggle will continue all summer, yet even in a 
period of months there is comparatively little that America 
can do to help that is not already being done. The simplest 
gesture would, of course, be to withdraw the restrictions of 
“cash and carry,” though the Allies are not at the moment 
badly short either of dollars or of shipping space for war 
material. The removal of the “cash” restriction might 
encourage the Purchasing Commissions to place orders 
on a more generous scale and to carry their long-range 
planning further. If American shipping were made avail- 
able, it would be possible to increase the import into 
Britain and France of certain less necessary goods which 
will now have to give way to essential war commodities. 
But neither concession would make a vital difference to 
the events of the summer of 1940. 

Perhaps the chief immediate assistance that the United 
States can render is in the delivery of machinery, and 
especially of machine tools. The American industry is 
already working to capacity, partly on Allied orders. 
Deliveries of these vital necessities to Europe could be 
speeded up if it were possible to give Allied orders any 
sort of effective priority over other exports, or even over 
certain classes of domestic demand. Steel, particularly 
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semi-finished steel, is another material that will be 
urgently needed, together with scrap for steelmaking in 
this country, and priority rights, if America is willing to 
grant them, might also be of assistance here. Whether any 
immediate increase in the supply of aircraft could be 
secured by the same means is more doubtful, since the 
American aircraft industry is already working to capacity, 
and Allied orders already enjoy a substantial preference. 
It is in the more distant future—from 1941 onwards— 
that American assistance can be greatest—and its dimen- 
sions at that time are almost unlimited. But, in order to 
translate potential capacity into actual capacity, plans will 
have to be made immediately for the expansion of pro- 
duction in such things as special steels, machinery (espe- 
cially machine tools), scientific instruments, aircraft and 
mechanised weapons. It is in this sphere that decisions of 


Education 


DUCATION costs money. It is the chief means by 
which young people can climb out of their social class 
to a higher one and the way in which others maintain their 
higher status. Both promotion and privilege are only 
bought at a price by parents. 

State schools and State aid have not removed this. The 
education that promises the highest returns is still the 
most expensive; and, even with grants and scholarships, 
a majority of parents cannot afford to lose the earning 
power of their children by keeping them on at school after 
14 years of age. Under a fifth of secondary school pupils 
stay on to sit for Higher Certificate. Less than a fourteenth 
pass on to universities, colleges and training establish- 
ments. 

The vast majority of children are quite excluded from 
the educational establishments that claim the bulk of the 
well-paid and dignified offices in the land for their alumni. 
In 1927, out of 56 bishops 52 came from the handful of 
“public” schools; 19 out of 24 deans; 17 out of 25 
judges of appeal or the High Court; 152 out of 210 home 
civil servants earning over £1,000 a year; 33 out of 41 
English civil servants in India; 62 out of 82 directors of 
five banks; and 37 out of 40 directors of four railways. 
And “hardly less-than £200 a year is required on the 
average to keep a boy at a ‘ public’ boarding school from 
13 to 18, and perhaps as much at a preparatory school 
from 8 to 13.”* The inner circle, with incomes to purchase 
their children’s future so dearly, is small; in 1935 only 
4 per cent. of all personal incomes exceeded £500 a year 
and only 14 per cent. were over £1,000. 

There is a bottleneck. By scholarships and other finan- 
cial aids some children can climb the so-called ladder 
from elementary school to secondary school and university. 
About a quarter of the undergraduates at Oxford in recent 
years started in elementary schools and over half those in 
Britain’s other university institutions. But few are chosen: 
40,000 in universities compares with 560,000 in secondary 
and 5,000,000 in elementary schools. In London an inquiry 
revealed one in five of elementary school pupils to be 
of “high” ability. One in eight was of “ exceptional ” 
ability. But only one in ten had a chance to go on to a 
secondary school. Over half a million children a year sit 
for special places in council secondary schools all over the 
country. One in eight gets in with reduced or remitted 
fees. One in 20 gets in as an ordinary fee-paying pupil. 

The better the prospects afforded by any branch of 
education the more costly it is. This is true even of State 
spending. The average annual cost per child of elementary 
school buildings is about £35-£36; in council secondary 
schools it is £103. Senior schools and central schools, the 
only alternatives to secondary schools for children whose 
parents cannot afford the expensive private establishments 
or “ public ” schools, are relatively neglected. The average 
annual expenditure per child on school maintenance is 


* Education and the Birth Rate. By Grace G. Leybourne 
and Kenneth White. Jonathan Cape. 375 pages. 10s. 6d. A 
notable analysis of the cost of British education by which this 
article was wholly inspired. 
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policy by the American Government are needed now, The 
extension of plant capacity requires the investment of 
very large sums of capital, which may be beyond the 
means either of private industry or of the Allied Govern. 
ments. Will the United States Government assist in the 
erection of munition plants, which cannot be anythin 
but an asset to America’s own defence potential, if the 
Allies undertake to pay for the output? What possibilities 
are there of agreements on specifications, so that the same 
factories could produce simultaneously for the Allies 
and for America’s own needs, or change over rapidly 
from the one to the other? These are the questions 
that Americans should be asking themselves if they are 
in earnest in their desire to give every assistance “ short 
of war” to a cause which they now at last recognise to 
be their own. 


at a Price 


£30 in secondary schools, £20 in central and £15 in senior 
schools. 

It is truer still outside the State system. ‘The “ indepen- 
dent ” schools, day and boarding, put a high price on their 
goodwill. Parents pay anything from £78 to £245 for resi- 
dence and tuition fees alone, with “ extras” running from 
£30 to £70, to “ purchase for their children something of 
the future they covet.” It is a fact that the more expensive 
a school is the “ better” it is, in the sense that its pupils 
are given a better chance in later life. 

The cost of buying futures is heavy. To educate a child 
between the ages of 5 and 17 in the “ independent” 
schools may cost anything from £450 to £750, £1,500 or 
even £2,500. Two extra years from 17 to 19 may add on 
£70, £200, £400 or £550. Then the university follows, 
Oxford or Cambridge, costing £250 to £350 a year. 
Finally, there may be further training for a profession. 
Including fees and maintenance while at a university or 
while training to qualify (but excluding keep at home and 
general expenses) a doctor will cost £770 to £1,245 in all; 
a barrister £670 to £1,100; an architect £520 to £630; 
an engineer £223 to £710; an accountant {415 to £730, 
and so on.t 

Only a minute fraction of the population can even con- 
template paying out ransom on this scale. The great 
bulk, with working-class or lower-middle-class incomes, 
find it struggle enough to secure the best advantage for 
their children from the cheap State facilities. After 11 the 
alternatives for a child are four; a secondary school with 
the chance of a School Certificate and entry to white- 
collared work; a central school with similar but much more 
slender chances of paper qualifications; a senior school 
leading largely to dead-end jobs; and immediate work. In 
addition, there are technical institutions, junior, senior and 
part-time, to aid in the struggle to rise above the unskilled 
and low-paid; but no effective combination of daytime 
technical instruction with training in actual work. 

All these institutions are cheap. A senior school involves 
no fees and only an extra annual outlay of 10s. to {1. 
But to follow up with a junior technical school means 
forgoing perhaps £30 odd in wages and paying in fees and 
expenses from {£4 to £9 a year. A central school and 4 
secondary school both mean £30 odd a year forgone 
wages and anything from {£4 to £20 a year spent in fees 
and expenses. 

True, winners of special places in secondary schools cal 
get remission of all fees and maintenance of £7 a year ® 
England up to 15 and £13 a year afterwards. But only & 
select few have a chance of slipping through the bottleneck 
—and many fewer of slipping further to universil) 
and professional training on grants and_ scholarships 
And it is not simply merit that enables the narrow ladder 
to be climbed. It is conditioned always by cost. At 148 
boy can earn £30 in wages; at 15 £40; after 15 £50. 
Unskilled juveniles at 14 may get 16s. 4d. a week in som 


—_— 


- > » ts 
+ These calculations are taken, as indeed are most of the fac 
in this article, from Education and the Birth Rate, op. cit. 
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engineering districts or 18s. 4d. at some motor works. At 
16, a navvy may get 16s. more than a “ learner ”—which 
means that the “ pull of wages ” is not just an obstacle to 
higher education, but an obstacle to apprenticeship, with 
little or no wages, as well. 

What does all this mean? To Leybourne and White, in 
their very noteworthy survey, it means the habit of small 
families among aspirant families in all classes. It means 
fewer children, economy in food and comforts. It means 
that careers are only open to the few talents that can, for 
one reason or another, survive in a financial struggle. And 
because the struggle is worth winning, because victory 
means the income and the decencies of “ civilised ” life, 
hosts of families are in the thick of it. 

These writers probably overstate the effect of educational 
costs on population trends. But the likely impact of popula- 
tion trends upon education are more evident. If it is true 
(as some experts have suggested on the basis of present 
trends) that, by 1965, the elementary school population 
may have fallen from 5 to 3 millions, the secondary school 
population from 470,000 to 340,000 or even 280,000 and 
the university population from 35,000 to 29,000 or 26,000; 
then, unless new groups of families can be enlisted, unless 
the bottlenecks can be widened, the overhead burden of 
education’s capital equipment will grow markedly. 

The clearest example is the “public” boarding 
schools—whose demise has recently been forecast by some 


NOTES OF 


The Nation’s Government 


The new Miunistry is less of a compromise between the 
old order and the new than was expected—or feared. That 
Mr Chamberlain should remain leader of the Conservative 
Party at the request of his new Conservative chief, Mr 
Churchill, was inevitable in the nature of parties; though it 
is none the less an anomaly. That old faithfuls should be re- 
warded at the Exchequer and the Dominions Office was 
probably inevitable, too. But the compromise that was most 
expected, Mr Chamberlain’s appointment to lead the House 
of Commons, did not happen. Mr Churchill himself is 
Leader of the House, and, fittingly enough, it was to 
Mr Attlee, as Deputy Leader of the House, that the intro- 
duction of the Bill mobilising all property as well as persons 
fell. Mr Churchill’s Government is a non-party one, and its 
talents are drawn widely; but the key men during this 
eleventh hour, apart from the overriding importance of the 
Prime Minister himself and the quick decisiveness of Lord 
Beaverbrook, are Labour men. Their long-delayed chance has 
come at a very fateful time. It is upon Mr Morrison, the 
Minister of Supply, and Mr Bevin, the Minister of Labour, 
that the task of enlisting the nation’s plant and labour in a 
few brief days has fallen. Mr Arthur Greenwood, Minister 
without Portfolio and another Labour leader, heads the new 
War Production Council. Labour’s obligation as the Opposi- 
tion to be ready to govern at the nation’s call has come up 
suddenly for payment, and it is the measure of Mr Churchill’s 
breadth of vision that, in an administration still based pre- 
dominantly upon Conservative support, he has let nothing 
Prevent him from calling in the freshest reserves. 


* 


_ Despite Messrs Maxton and Gallacher, there is no Opposi- 
tion. The office of Leader of the Opposition has been sus- 
Pended. But the formula for parliamentary vigilance has not 
been abandoned. Saving only that no Ministerial time at all 
can reasonably be wasted, question and answer will go on; 
and, another anomaly in view of Labour’s incorporation in 
the Government, Mr Lees-Smith, as acting chairman of the 
second largest party in the House, is apparently to take over 
the Opposition Leader’s function of arranging Commons 
business with the Government. In the last war it was the 
senior Privy Councillor who did this, and there has been 
some demur on the Conservative benches. Actually, the point 
is unimportant. Unless critical events prevent Parliament 
Tom Sitting regularly, as indeed they may, the House as a 
whole will continue to review the Government’s work. In 
tune with the entire people they will oppose nothing, and the 
ment now has full power to act. But constructive 
"iticism, advice, helpful suggestions and information freely 
Sven will still distinguish Parliament from the Reichstag. 
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even of their own pundits. Already taxation and the heavy 
costs are deterring parents, and without an extension of 
their field of recruitment their numbers may fall by a 
third or even a half in a generation—from 34,000 to 
25,000 or 21,000. 

_ Time is bringing in its revenges, and in war there is no 
time to set up new systems. But the way out for the 
“public” schools is clearly more cheapness—and more 
children. Already one in grave straits has come down to 
£90 a year for tuition and residence fees. More cheapness 
by reduced fees and by State aid (after the universities’ 
example); more children more widely drawn; at least a 
partially open door if the State is to help; and the break- 
ing down of a key social barrier—this is the road. 

It is not for everyone in any scheme to obtain a formal 
academic education. But so long as formal academic 
education of a special expensive kind is the passport to 
social up-grading, so long will education be distorted in 
the struggle for success and finance remain the ruler. 
Schools of equal status, though differentiated in function, 
for everyone at equal cost; merit or ability alone to be the 
criterion of recruitment after the elementary stages—it will 
not be easy to capture and fix these aspirations. But, until 
we can, democratic education will remain undemocratic. 
And in the testing fires of war which allow no distinction 
between citizen and citizén this stands out more starkly 
than ever. 


THE WEEK 


The Treachery Bill 

Treason is not only the earliest crime to have been 
recognised in this country. It was also the worst; anyone 
guilty of 1t was beyond mercy, and, unlike other crimes, it 
was never compoundable for money. By the Statute of 
Treasons of 1351 it was made an act of treason to adhere to 
the King’s enemies, aiding or comforting them, in the realm 
or elsewhere; and nothing is made an offence under the new 
Treachery Bill, which passed through all its stages in the 
House of Commons on Wednesday, that was not already an 
offence under the old Treason Acts. But, owing to their very 
antiquity, the Treason Laws were loosely drawn, and 
throughout the centuries the scope of treason has been 
narrowed or enlarged by the judges in interpreting the 
various statutes. The object of the new Bill is, therefore, to 
close up any legal loophole which might be found—for in- 
stance, it is not clear to whom the old Acts could be extended 
and whether they applied to all aliens or only those normally 
living within the King’s jurisdiction. They might, in con- 
sequence, be held to be inapplicable to aliens coming into 
this country under the guise of refugees for the sole purpose 
of espionage or sabotage. Secondly, the crime of treason, 
because of its gravity, was accorded a special form of trial, 
and it is in order to avoid a cumbersome procedure that the 
new Bill is necessary, so that persons accused of treachery 
under Clause I can be tried in accordance with the ordinary 
procedure of the Courts. The third reason why new 
legislation was thought desirable is to make provision 
whereby enemy aliens can be tried in suitable cases by 
court-martial, though any British subject or neutral alien 
will retain the right to be tried by jury. Finally, in accord- 
ance with the old Treason Laws, the Treachery Bill imposes 
the death penalty for persons found guilty under it; and 
there will be few indeed, even among the great number to 
whom capital punishment is anathema, who will not feel 
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from the experience of Norway and Holland that salus 
populi justifies this drastic measure. 


* * * 


Pre-belligerency Continues 


Italy’s capacity for not entering the war grows daily 
more surprising. At the week-end, with Count Ciano’s speech 
declaring that “ Italy cannot remain absent from the present 
terrible struggle which will forge the destinies of the world ” 
and Signor Ansaldo’s harangue to the troops stressing the 
imminence of the “ hour of decision,” Italian intervention 
seemed a matter of days, or even hours. Military movements 
pointed in the same direction. The schools were closed early, 
more men were called to the colours; then followed rumours 
of the movement of troops to Albania and the Italo-Slovene 
frontier and the passage of German war material across the 
Brenner into Italy. Yet factors suggesting the continuance 
of non-belligerency are not lacking. Official comments tended 
to tone down Count Ciano’s speech, Jugoslavia and Greece 
have received assurances of Italy’s peaceful intentions, the 
liner Conte Grandi has left for South America. Count 
Ciano’s sudden departure to Albania can be variously inter- 
preted. He has the reputation of certain pro-Allied sym- 
pathies, and there are, perhaps, some decisions with which 
he is not anxious to associate himself. On the other hand, our 
waiving of our rights of search when the Rex and the Conte 
di Savoia passed through Gibraltar last week, and the arrival 
of Sir Wilfred Greene in Rome to continue trade talks, sug- 
gest that the British Government, at least, refuse to believe the 
situation irretrievable, and are still ready to make concessions 
in the interests of peace. 


* 


The situation is, however, rather beyond the control of 
British diplomacy, skilful or otherwise. The two main factors 
are Italy’s ambitions and Germany’s needs. The Duce would 
prefer to realise his ambitions, which probably include Tunis, 
Corsica, Nice and a number of other acquisitions, by peaceful 
means. The risk of a long war is a nightmare to Italy. The 
possibility that the United States might become involved 
has been at least one of the factors in her present hesitation. 
Intervention is, therefore, most likely at the point at which 
Germany can say, “ Allied resistance is cracking. Join me nov 
and count as a belligerent or wait a week and see the war 
finish without you.” A disaster of appalling dimensions in 
Northern France and the British Isles might, thus, be a signal 
for Italy’s entry into the war. On the other hand, if Ger- 
many suffers a setback, if her drive slackens and the front in 
France is stabilised, then Germany’s needs rather than Italy’s 
ambitions may become the decisive factor. One of Italy’s 
chief weaknesses is her vulnerability vis-a-vis Germany; she 
has grown politically and economically dependent upon her 
more powerful ally, and from the military standpoint her 
frontiers are no more impregnable than those of any other 
state. If the word to intervene comes from Berlin, it is diffi- 
cult to see how Italy can retain her pre-belligerent perch. 
Italian intervention is therefore 90 per cent. likely. The 10 
per cent. chance is that the Duce means to use the utmost 
pressure short of war. Even so, the point at which the utmost 
pressure is still compatible with avoidance of war is so delicate 
that even the 10 per cent. chance may be wrecked by a 
miscalculation. 


* * * 


The Balkans ‘and Russia 


Italy may just possibly reckon that an invasion of Jugo- 
slavia on the lines of Russia’s share in Poland would still 
be compatible with non-belligerency. The recent direction 
of her troop movements suggests that the idea of an invasion 
is at least being thoroughly explored. Moreover, it is in 
Jugoslavia that Germany can most easily force Italy’s hand 
by launching an attack, in which Italy must join in order 
to safeguard her Dalmatian interests. There is, however, 
a number of reasons to suppose that Germany is seeking a 
general conflagration in the Balkans. Rumours that Hungary 
has acquiesced in the passage of German troops in return 
for Slovakia have increased in recent days, and that 
Roumania’s oilfields and the Black Sea ports would be the 
objective of the German drive can hardly be in doubt. At 
this point the extraordinary complication of the Balkan 
situation becomes apparent. If Roumania were attacked, 
would Turkey go to her assistance? The present signs are 
that she would, and that, in doing so, she would have full 
Allied backing. General Chakmak, the Turkish Chief of 
Staff, spent last week-end in Beirut to continue Allied staff 
talks, and it is hard to believe that the question of the 
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passage of warships through the Dardanelles was not brought 
up. Here, however, a fresh difficulty arises in the shape of 
Russia’s attitude. Russia has not forgotten her terra trredenta 
in Bessarabia, and she has made it abundantly clear that she 
regards the closing of the Dardanelles to extra-Black Seq 
Powers as a cardinal point in her system of security, The 
Treaty of Ankara leaves Turkey freedom of decision jn , 
war in which Russia might be involved, and it is impossible 
to say whether Turkey is sufficiently impressed with the 
Allies’ staying power to risk a conflict with her vast neigh- 
bour. Since the Finnish war, Turkey’s confidence has yp. 
doubtedly increased. ‘The war in the West may not be having 
such a heartening effect. 


* 


The Balkan puzzle cannot be solved without a preliminary 
resolution of the Russian problem, In the last weeks some 
people in this country have talked of Russia’s change of 
policy, of her desire for a rapprochement with the West, of 
her fear of German hegemony, and so forth. It is probably 
true that, in so far as Russia has no particular sympathy for 
either side and is admirably placed for pursuing the policy 
of a balance of power, a sudden collapse in the West would 
disturb her security and bring her up forcibly against the 
problem of her vast undefended frontiers with the Reich. 
But there is little sign that this uncomfortable preoccupation 
is leading her to carry out another somersault in her diplo- 
macy and to adopt an attitude of non-belligerency favourable 
to the Allies. Rather desultory attempts at trade talks con- 
tinue, but since Russia resents elementary questions of 
security as an insult to her equality of status, there is not 
likely to be much progress, unless Britain is prepared to go 
much further to meet the Russian point of view—which js 
roughly that we should conclude a trade agreement as though 
we were not at war. In the Balkan zone, Allied and Russian 
interests appear even more difficult to reconcile. If Germany 
strikes for the oilfields, a “ preventive” Russian occupation 
of Bessarabia and even of certain Roumanian river mouths 
will almost certainly take place; Russian troops are even said 
to be moving on the Roumanian frontier. In the event, 
should we accept the occupation as we did that of Eastern 
Poland? We are heavily engaged in the West. Turkey’s inter- 
vention may depend upon Russia’s exclusion from the con- 
flict. Yet even if we accepted the fait accompli, it is unlikely 
that we should find ourselves much nearer to an under- 
standing with Russia. She is seeking her own security, and 
so long as we continue to fight Germany we are making our 
best conceivable contribution towards that security, Since 
we have nothing more to offer, Russia has nothing to give. 


* * * 


Quislings Everywhere 


In the last fortnight the question of national security 
has had to be reviewed in an entirely new light, the light of 
the German campaign in the Low Countries and Northern 
France. From a great variety of lessons in defence and 
strategy, two points emerge before all—the extent and the 
effectiveness of treachery, and the readiness of the Germans 
to land anything anywhere provided there is a_ reasonable 
chance of creating confusion in the rear, destroying militar 
objectives, disorganising supply, or terrifying the civilian 
population. These lessons are being learnt. In Eire, for 
example, where the undefended state of the country and the 
existence of a fierce, armed and comparatively disciplined 
anti-British minority in the shape of the I.R.A. creates fav- 
ourable conditions for a landing from aircraft followed by 
co-operation with local dissidents, the watch on the coasts 
has been increased and reservists are being recalled to th 
colours. Mr De Valera’s relentless drive against the LRA 
continues, and a recent round-up accounted for fifty or sixty 
armed men. Yet a danger in Southern Ireland undoubtedly 
exists, and it is difficult to believe that Hitler would neglect 
sO promising a feature of his encirclement policy as # 
attack launched on Britain’s undefended rear. Further afield, 
although the danger of invasion is less, the activities of Fifth 
Columnists are causing grave anxiety. In the United States 
the proposal to transfer the Bureau of Immigration ane 
Nationalisation from the Department of Labour to the 
partment of Justice is only a preface to a much greatt 
stringency in the control on foreign elements. In Sout! 
America, there is hardly a State that has not to deal it 0m 
way or another with local groups favourable to the Germs? 
cause. In Colombia, where German residents have increas 
from 500 to 2,000 since 1933, there are grave fears for ™ 
safety of the oilfields and pipe lines, which largely sup?! 
the Allies. Uruguay has arranged for a parliamentary = 
quiry, Mexico is endeavouring to close down secret o 
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wireless stations, pro-German or German officials have been 
dismissed in Brazil, Chile and Costa Rica. The vanguard of 
the German advance is, in fact, already operating upon 
American soil. There are more ways of violating the Monroe 
doctrine than by a declaration of war. 


* * * 


Home Defence 


The probability of severe attacks on this country in all 
ements has been faced. Evacuation plans for children have 
heen put at the ready. More extensive schemes for evacuation 
in air raids are not unlikely, Nearly 500,000 men have volun- 
tered to serve as Local Defence Volunteers. They will be 
enrolled as soldiers without pay and, when the initial dis- 
order of their local organisation has been straightened out, 
they will watch for parachutists and sky invaders on spare- 
time patrols. In addition, important public buildings, utility 
undertakings, factories and road and rail approaches to vital 
centres have been placed under heavy police and military 

d. London’s arterial roads and the Thames are now con- 
santly patroiled. All firearms in gunsmiths’ shops have been 
sized, and every resident must now carry his or her identity 
ard. It is a good beginning, and it seems certain that, under 
the cloak of necessary secrecy, a well-equipped system of fully 
military defence is being organised. As Mr Hore-Belisha said 
in the Commons on Wednesday, protection against invasion 
and the deadly Fifth Column needs far stouter defences than 
lightly-armed riflemen. Only soldiers and heavy arms can 
counter the ruthless and treacherous tactics of Nazi attack. 
The new vigilantes, like the police and the A.R.P. wardens, 
will carry out invaluable watch and ward. But the onus of 
stemming invasion and grave sabotage will be the Army’s. 
Its task will be easier when sterner steps have been taken 
to immobilise our own British Quislings, and Thursday’s 
police raid on the headquarters of the British Fascists and 
the detention of several suspects, including a Member of 
Parliament, made a welcome start. The Home Secretary now 
has powers to deal with all organisations and individuals 
with recorded enemy associations, and he is using them. 


* * * 


Aliens and Enemies 


Male Germans and Austrians, aged 16-60 and not given 
a completely clean bili on inquiry when the war started, 
have been temporarily interned, in inland as well as in eastern 
and southern coastal areas. Enemy aliens hitherto freed from 
restrictions have now to report regularly, limit their move- 
ments and observe a curfew. In selected areas, all aliens have 
been put under similar supervision. No aliens are to possess 
firearms Or ammunition without special permission. Certain 
Italian Fascists are being closely watched. Refugees from the 
Low Countries are to be as closely restricted as the more 
favoured classes of Germans and Austrians; some Belgians 
and Dutchmen have actually been interned on special in- 
formation. The danger of alien sabotage has been quickly 
realised. But, even now, there is a long way to go to safety. 
German and Austrian women are still free, though, indivi- 
dually, they are being rescrutinised. There are many German 
and Austrian males still uninterned; and, even after the grim 
stories of refugees’ treachery in Northern France, Belgian 
and Dutch immigrants are being scattered about the country. 
The only safe way is to put every enemy alien or refugee, 
male or female, who cannot prove innocence to the hilt, 
under close and continuous restraint. There would be no need 
for their durance to be vile. Most are guiltless. Most have 
suffered. They might be put to work of national importance, 
which the majority would welcome. But not a particle of risk 
can be taken any longer. 


* * * 


Unity of Empire 


The new spirit aroused throughout the United King- 
dom by the new Government and the presence of actual 
danger has spread through the Empire. In Australia, it 
8 Seen in the settlement of the coal strike, in the announce- 
Ment of measures immediately accelerating the war pro- 
gramme, including the raising of a third division for service 
abroad and the appointment of a Director-General of Muni- 
tons and Supply who will be empowered to press into ser- 
vice civil factories in the reorganisation of munitions supply; 
and it has been happily marked by the arrival of a second 
Contingent of the Australian Imperial Force in the Near 

- The Prime Minister of New Zealand has announced 
determination of New Zealand to speed up her war 
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effort and has appealed for greater production and for vol- 
unteers to work on the land. In South Africa, where the 
invasion of Holland has rallied many dissidents to the Gov- 
ernment’s side, General Smuts has given a stern warning 
to Quislings and to a section of the Press which is under- 
mining national morale under the guise of politics. Kenya 
has prepared herself against Italy’s entry into the war by 
calling out the Kenya Defence Force and by instituting a 
compiete survey of the Colony’s resources in man-power. 
Like Australia, Canada is to raise a third division for ser- 
vice overseas, and the dispatch of her second division and 
reinforcements for the first division will be advanced. The 
Ministry of Supply is to be given a separate Minister armed 
with special powers to speed up the output of munitions; 
a separate Minister for Air will be appointed; and the Gov- 
ermiment is considering sweepmg measures, similar to those 
taken this week in Great Britain, to conscript man-power and 
property. These are but a few examples of the new deter- 
mination which the Empire as a whole is putting into its 
war effort. Quite clearly does it recognise that its very exist- 
ence is at stake. 


* * * 


The New Colonial System 

No apology is needed for the fact that a Parliamentary 
day was given up on Tuesday to the second reading of the 
Colonial Development and Welfare Bill at a time when the 
whole Empire is facing what may prove to be the gravest 
crisis in its history. For though the Bill is essentially a peace- 
time measure, conceived long before war broke out, it serves 
to remind us of the 60 million people, dependent upon us, 
who have made our cause their own and whose fate is bound 
up with ours; and, as Mr MacDonald pointed out, it will 
give the world a sign of our faith in ultimate victory. The 
objects of the new Colonial Development Fund were fully 
set out in the White Paper published on February 20, 1940, 
and were discussed in The Economist at the time (February 
24, 1940, page 328). In Tuesday’s debate, therefore, Mr 
MacDonald added little to what was already known. But he 
revealed that the chairmen of the two advisory committees 
which will be set up—one on colonial development and 
welfare and the other on colonial research—will be Lord 
Moyne and Lord Hailey respectively, both of whom have re- 
cently had an opportunity of studying colonial problems at 
first hand. And he emphasised that the plans to be financed 
out of the new Fund will be initiated by the local govern- 
ments concerned and then examined by the advisory com- 
mittee, which will assist and guide but not dictate. Clearly, a 
committee which will review development schemes from fifty 
different territories will have a useful function to fulfil in 
advising one territory from the experience of another— 
though it must guard against assuming that needs are iden- 
tical or that identical needs can be met by identical schemes 
—and in determining whether the money is being appropri- 
ately allocated between them all. But in the majority of cases 
the final decision will be left to the local governments, and 
the committee will not delay them from executing the 
schemes by haggling over details. In fact, the exigencies of 
war will be the delaying factor to begin with, for Mr Mac- 
Donald stated with regret that the maximum sum of £5 
millions a year will not be reached in wartime. Meanwhile the 
decks are being cleared by the remission of colonial debt to a 
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total of some £11 millions, the legacy, chiefly, of the pioneer- 
ing days and the building of railways. For the rest, we must 
be content for the present with the realisation that the old 
colonial system, with its rigid principle that every colony 
must be a self-supporting unit, has at last been abandoned. 


* * * 
The Exchange Position 


The financial consequences of the invasion of Holland 
and Belgium are strongly in our favour: not only is the 
Allies’ war chest strongly reinforced with good dollar assets, 
but two large colonial empires are transferred from the list 
of “ hard” currencies, in which we have difficulty in paying, 
to that of “soft” currencies, where the only difficulties are 
of accountancy. Nevertheless, the impact effect of the in- 
vasion was to drive the rate for free sterling to hitherto 
unplumbed depths, though the shocks of this week have not 
driven it much lower. Thus, while the need for doing 
something to clear up the position of free sterling has 
been accentuated, the possibility of doing so has simul- 
taneously improved. There are to-day only two currencies of 
real 22-carat hardness, the United States dollar and the 
Swiss franc, and it is impossible to say how long one of the 
two will remain in the category. More and more, the problem 
of free sterling is becoming the problem of financial relations 
with the United States. It would be a great advantage to 
treat it as such; then matters which are now debated as 
generalities could be handled as specific problems. Would 
American owners of sterling balances prefer to take them out 
at a heavy loss or to agree to a standstill? Can Allied- 
American trade be financed at the official rate, irrespective 
of what rate applies to capital withdrawals? This would 
have the additional advantage of leaving us entirely free to 
arrange our financial affairs with the whole range of soft and 
semi-soft countries on rational lines, without being compelled 
to forgo advantages in these countries because of considera- 
tions that are applicable only to America. But if so, the 
greatest care will have to be seen that our creditors from 
“soft” countries do not register under the American flag. 

* * * 
Feeding Britain 

It is fortunate for the public that the Select Committee 
on National Expenditure has construed its terms of refer- 
ence to include not only detailed expenditure, but “ anything 
which has a bearing on the efficiency or cost with which 
the Government policies are being pursued.” In its report 
on the Ministry of Food*, the Committee pays tribute to 
the speed with which the Ministry started up and the effici- 
ency shown in the details of its work. But the Committee 
makes some pertinent remarks on the financial results of 
the lack of a unified policy dealing with food as a whole. 
The method of fixing meat prices is given as an example 
of the sectional approach to these problems. The prices paid 
for British livestock were settled in agreement with the Min- 
istry of Agriculture at the level which the latter thought 
would give a fair return to British farmers; the selling prices 
of imported meat were fixed so as to enable the Ministry to 
cover its costs on this transaction; the selling prices of home- 
killed meat were fixed so as to bring them into the normal 
relation with those of imported meat. The difference between 
the two sets of prices for British meat, representing some 
£16 millions a year, is a subsidy to British farmers, 
additional to the pre-war £44 millions. Similarly, the 
loss incurred on bacon was due to the fact that the pub- 
lic would not buy the amount supplied by the Ministry 
at a price which would cover the cost; consequently, the 
price was reduced and the subsidy is used mainly to 
increase consumption among the middle classes, since the 
poor still cannot afford much bacon. Is it, in fact, 
desirable to increase the consumption of bacon, which is 
an expensive commodity to produce and to import, or to 
bribe British farmers to grow beef, when other and cheaper 
forms of fats and proteins might be available? The Commit- 
tee also commented on the amount of time which the Min- 
istry’s Officials had to spend in bargaining over trade mar- 
gins. It has so far been the Ministry’s aim to keep the existing 
peacetime structure of food distribution largely intact. 
Economies in transport and handling could undoubtedly 
be realised if the existing facilities were adapted to suit the 
new conditions of State control, but the process would in- 
volve the destruction of many private businesses. How far 
is such a disturbance justified in the national interest of 
cheap food? It is to these matters of food policy, rather than 
to details of prices and administration, that the Minister of 
Food must devote his energy. 


* Fourth Report from the Select Committee on National 
Expenditure. 
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Women’s Wages 

In 1914-18 disputes about the wages to be paid to 
women on men’s war work went on for four years, This 
time the same squabble has dragged on behind the scenes for 
several months, gravely impeding the large-scale recruitment 
and training of women machine operators and artisans, Now 
under the stimulus of peril, the knot has been cut. By an 
agreement between the engineering unions and employers 
women temporarily brought into the engineering industry 
will be gradually graded up to men’s pay. For eight weeks 
they will get the women’s national schedule time rate ang 
bonus. For the next twelve weeks they will get, in addition 
a third of the difference between this and the corresponding 
rate and bonus for men. For the last twelve weeks of the 
training period their basic rate will be 75 per cent. of the 
men’s rate and bonus. Finally, if they can then do men’s 
work without extra supervision, they will get both the mej’s 
rate and the men’s bonus. Whether the real core of the 
1914-18 controversy has been cut out is not quite certain 
Mr Lloyd George’s judgment that “if women turn out the 
same quantity of work as men they should receive the same 
pay,” was then generally reckoned to apply only to “ normal” 
1914 rates and not to war advances and war bonuses. This 
evasion should not be possible again; and the interests of 
the considerable numbers of women already employed jp 
engineering should not be lost sight of in the concern for 
new recruits. 


* * * 


Shorter Notes 


Australia’s Budget for 1940-41 estimates her war ex- 
penditure at £79 millions, or £110 miilions including ex- 
penditure overseas, compared with £46 millions in 1939-40, 
New taxation to be imposed includes a profits tax on com- 
panies, starting at 4 per cent. on the first 1 per cent. profit in 
excess of 8 per cent. on capital employed, and increasing by 
4 per cent. for each excess profit of 1 per cent. until a maxi- 
mum rate of tax of 60 per cent. is reached; an undistributed 
profits tax of ls. in the £ on 75 per cent. of undistributed 
taxable income; and increases in income tax, the sales tax, 
the land tax, estate duty, and customs and excise. Altogether 
these charges will bring in £20 millions in 1940-41, leaving 
£50 millions of the required additional revenue to b 
borrowed. 

* 


The Germans are digging in on the Swedish frontier 
behind Narvik, and though the strength of the Allied Ex- 
peditionary Force has been increased, the German forces 
outnumber the Allies and are receiving reinforcements from 
aircraft troop-carriers and by parachute. They appear to 
have established a seaplane base somewhere on the coast, and 
aeroplanes are repeatedly attacking our positions and troop 
movements, Narvik has not yet fallen, though it may bk 
surrounded. Rumours that Germany is pressing Sweden to 
allow military material to pass up from Lulea to the Nor- 
wegian frontier are officially denied and unofficially con- 
firmed. 

* 


The disinterest of the world in the Dutch East Indies is 
phenomenal. Now Germany has joined the States who dis- 
claim any intentions on the Dutch islands. The Japanese 
Foreign Minister has been informed that Germany is “ not 
interested in the Netherland East Indies problem”; but the 
extremist Japanese Press interpret this as an offer of a free 
hand to Japan. 

* 

In the Middleton and Prestwich by-election the Fascist 
candidate only obtained 418 votes out of 32,454 votes cast 
and a total electorate of 60,000. 


* 


Under a new regulation issued under the Emergency 
Powers (Defence) Act, power is given to detain any person 
who has been a member of an organisation which, in the 
opinion of the Home Secretary, is subject to foreign i 
fluence or is controlled by persons in sympathy with the 
system of government of an enemy Power. 


* 


On page 891 of The Economist last week it was stated that 
Holland possessed half a million pigs. The correct figure 
is one and a half million. On page 909 the export of steel 
from Belgium and Luxemburg to France appeared in some 
copies as 524 million tons. This should have been 
thousand tons. 
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THE WORLD OVERSEAS 





Russian Poland 


(By a Correspondent) 


Ir is only eight months since the Russian troops marched 
into Poland and “freed” the peoples of Western Ukraine 
and Western Bielorussia, including some districts in the 
Vholynia and Bialystok Voyevodships, inhabited entirely by 
2Polish population. During that short period of time a full 
gvietisation and adaptation of the country to the economic 
and social system of Communist Russia has taken place. 

In a period of six months the people have twice had the 
opportunity of voting for representatives to the local soviets, 
and also to the Soviet Supreme Council. In both cases over 
90 per cent. of the electorate cast their votes and elected the 
official candidates appointed by the only existing Communist 
the Polish territories occupied by Sov iet Russia consisted 
mainly of agricultural and forest regions; some industries 
were, however, developed in the South-East round Lwow, 
Premysl and Stanislavov, and some in the North-East 
round Grodno and the Bialystok. The industries were mainly 
based on the rich forests and oil wells of the W estern Ukraine 
and also on the leather and textile factories in the North. 

The process of nationalisation started with the banking 
system and large industrial enterprises. All factories were 
taken over by workers’ committees. In many cases the pre- 
vious owners were allowed to carry on and work in the 
factories, provided they could produce some technical 
degrees and could be useful as specialists on the technical 
staff. The workers’ committees were, after a short period of 
time, supplemented by officials and managers from Central 
Russia, and these imported supervisors became the decisive 
factor in each factory. 

The earnings of the workers in different industries have 
been kept on the same low level as in pre-war years; wages, 
at 150-200 roubles per month, are in many cases even smaller 
than before. The number of workers employed has, however, 
greatly increased, unemployment has diminished, and all the 
welfare institutions established in Russia are being gradually 
introduced into the newly occupied country. 


Land Redistributed 


The nationalisation of land has also been carried out with 
great speed. A decree was published in November nationalis- 
ing all arable land and forests, except the possessions of small 
fams which could be worked by the peasants and their 
families themselves. The peasants are for the time being 
pleased with the change; they have at last received access to 
the land for which they have longed for centuries. 

The future will show how far the farmer’s dreams have 
ben realised. The value of the land which the peasants re- 
ceived free depends on the amount of tax the Government 
will require from the “independent individual” farmers. 

exists a general belief that the authorities will put 
special heavy taxes on the independent farmers and in that 
way “attract” them to the formation of co-operatives and 
collectives. 


Industrial Reorganisation 


The reorganisation of trade and industry was also carried 
out promptly and thoroughly. The big business concerns and 
-Operatives were taken over immediately by specially 
appointed committees. The staff, except for politically in- 
acceptable managers, remained on their jobs, key positions 
Were taken over by officials from Central Russia and the co- 
Operatives became the basis of the distribution of every 
Possible commodity. 

he small traders were allowed to carry on and in many 
€ase$ even forced to keep their shops open and offer for sale 

' 800ds in stock. No trader, however, was allowed to replace 
his stocks, and when the shops were practically emptied a 

W Was suddenly introduced substituting the rouble for the 

Oty as the only legal tender. Thus tradesmen who had 
accumulated money—mostly in zlotys—for their goods sold 


to the public and to members of the Red Army discovered 
that they had actually been deprived of everything. The only 
shops open now are the co-operatives, and they sell every- 
thing; but their number is rather small and there is a scarcity 
of many necessities. 


Disappearance of the Craftsman 


Skilled workmen are now organised in “cartels.” Their 
production is supervised by specialists who came over from 
Russia and are trying to speed up output. Production has 
been standardised and the type of artisan who relied on 
the skill and knowledge he acquired in his work has dis- 
appeared. Reports show that the craftsmen are not happy 
with the change; the new system of production has deprived 
them of the independence and individuality of which they 
were always proud. 

There have been very few cases of confiscation of private 
belongings; people were allowed to remain in their former 
flats and houses and retain their furniture. In the bigger 
cities the housing problem became very acute because of the 
large number of homeless refugees. In Lwow, Bialystok and 
other larger towns, laws were introduced allowing a limited 
amount of square feet of living space per family, and many 
large flats were divided up and handed over to refugees and 
other newcomers from different parts of Russia. 

All civil servants were allowed to remain in their posts, 
and only people who were known from their political 
activities to be anti-Communist were removed from their 
jobs. All responsible posts in the civil administration were, 
however, as a rule filled with people from Central Russia, 
and this has created dissatisfaction amongst the local popula- 
tion. 

The special police, G.P.U., is very active in the freed 
Polish territories. All leaders of political parties were 
arrested and the parties dissolved and banned; the former 
Polish, Ukrainian and Jewish labour leaders were arrested 
and sent to prisons and concentration camps in Central 
Russia, though in some cases they were freed on condition 
that they remain in Central Russia. 

Religion has not been formally banned and people are 
allowed to worship and to practise their religion. All 
property of the churches and religious organisations has, 
however, been confiscated and the revenue of the different 
religious institutions limited to voluntary subscriptions. 
Everything is done to discourage religion and to alienate the 
people from the church and clergy. 
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War News 
and 
U.S. Markets 


[FROM OUR NEW YORK CORRESPONDENT |} 


THE first impact of the extension of hostilities into Holland 
and Belgium was expressed in the Executive Order “ freez- 
ing” the holdings of the nationals of the invaded countries. 
This appears to have followed the provisions previously 
covering the holdings of Danes and Norwegians, and it was 
announced before the opening of business on May 10th. 

The second impact was reflected in the security and com- 
modity markets. The share market opened strong and active. 
For this response two almost opposite reasons have been 
suggested: that the public expected a low, startled opening 
and put in buying orders “ for the turn,” and that the fact of 
an extension and intensification of active warfare was taken as 
promising an increased activation of the war influence. 

The remainder of the session was a complete reversal of 
the opening opinion. Heavy selling appeared, and the share 
market broke badly. This was accompanied by weakness in 
‘the bond market. In the commodity market, those directly 
under war influence were strong, as would be expected. 

It is hardly too much to say that the exchange market was 
demoralised. Free sterling had closed the night before a little 
above $3.30; but on the morning of the tenth there seemed 
to be no opening bids in the market. Eventually transactions 
took place at $3.00 and $2.90, but toward the close the rate 
firmed to about $3.15. 


Steady Deterioration 


These events of May 10th must be considered in the light 
of earlier developments. In the first three weeks of September, 
1939, the share market rallied violently to a level slightly 
higher than the one from which it had fallen earlier in 1939. 
After the middle of September, it moved in an unusually 
narrow zone, in spite of a relatively satisfactory state of 
business and comparatively good corporate earnings. During 
this period, it was evident that there were shares “for sale 
on strength,” but the selling was not pursued on weakness. 
But dating from the day of the invasion of Norway, more or 
less persistent but not strong liquidation appeared, and the 
market turned heavy, although contemporary business news 
had become more promising. Viewed in that setting, the 
aggressive liquidation of May 10th appears as part of a ten- 
dency that had been perceptible for a month. The extent to 
which this movement might be attributed to foreign liquida- 
tion is highly problematical. 


Decline in Free Sterling 


While May 10th was the first time one could call the 
market in free sterling demoralised, the events of that day 
likewise are but a sequence in a tendency which has been in 
existence for two months. In the early autumn of 1939, free 
sterling followed a somewhat erratic course, dropping to 
$3.73 in mid-September, rallying well above $4.00 in early 
October, and dropping to about $3.77 in November. After 
this, it rallied and steadied. For three months it fluctuated 
only in the $3.90-$4.00 bracket. In the second week of 
March it broke, and since that time has moved erratically 
downward, until yesterday it dipped below $3.00. While 
the weakness of the last two or three days has been acute, 
it is but an exaggeration of the tendencies accumulating over 
the previous two months. The official reasons for the decline 
in early March, that they were caused by prohibiting the use 
of free sterling for the purchase of six major Empire exports, 
seem inadequate. Our own regulations, requiring that for 
purposes of customs appraisal only the official rate be recog- 
nised, may have had a depressing influence, since as far as 
the importer was concerned they had the effect of an increase 
in the tariff schedule, on all merchandise not bought at the 
official rate. Yet, according to exchange circles, the market in 
free sterling is not large; and the supply of free sterling in 
the market quite small—merely larger than the demand, 
although certainly a large proportion of actual or potential 
British exports may be bought with free sterling. The result 
is that the free sterling market remains a good deal of a 
mystery; and its erratic gyrations have been reminiscent of 
the “dance of the dollar” in the early twenties. 


May 11th. 
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Prices and Wages in Italy 


[BY A CORRESPONDENT ]} 


DuRING the few years preceding the outbreak of war the 
Italian price level was slowly but steadily rising. This 
was primarily due to autarky, but strained finances and ney 
taxation added to the upward pressure. ‘The slump in inter. 
national prices, which lasted until the end of 1938, helpe 
to retard but could not prevent the rising level of domestic 
prices. The State had to resort to price and wage control of 
a far-reaching nature. The task was entrusted to the cop. 
porations, and the system worked best in those industries 
where wages were fixed by corporative contract. 

In some fields the corporations were fairly successful ip 
checking the tendency towards higher prices. The prices of 
a constantly increasing number of agricultural commoditig 
were fixed, and in conjunction with the price control Pro- 
vision was made for additional storage. Rents have been 
restricted up to the end of 1940. Transport and public 
utility undertakings run by the State and local authoritis 
were forced to limit their charges. Regulations were issued 
to control retail prices. Occasionally an increase in prices 
was Officially ordered, but the amount was usually small and 
inappropriate. 

Over a wide area, however, control by the corporations 
was a failure. This was especially so in the export trade. In 
practice exporters were able to recoup that part of thei 
losses which was not covered by subsidies by raising prices 
to the domestic consumer. And as the State subsidies were 
themselves paid by the domestic consumers, Italian export 
commodities became particularly dear in the home market. 
Even more marked price rises were found among imported 
goods. Even when international prices were falling the end- 
less manipulation, decrees, quotas, clearing formalities and 
other impediments which are inevitable when foreign trade 
and exchange are closely controlled exerted tremendous pres- 
sure on the domestic price level. Importers who succeeded 
in Overcoming all obstacles had an abundance of opportunity 
to make clandestine sales at excessive prices. 

In many parts of the industrial field it would have been 
impossible to stop all price rises without destroying the last 
remnants of private enterprise. The ever-increasing number 
of concerns set up under the policy of autarky were not 
under the control of the corporations. They receive their 
orders from the Supreme Autarky Council, and this body, 
in which the military element is strong, disregards small 
questions of cost when the big issue of economic inde- 
pendence is at stake. 

From the middle of 1938 Italy, with her dependence on 
the import of essential supplies and with her feverish 
“ autarkic ” investment, was severely hit by the rise in inter- 
national prices consequent on world-wide re-armament. For 
the first time since the depreciation of the lira in 1936 it b- 
came necessary at the beginning of 1939 to order a general 
advance of wages, and the increase varied from five to ten 
per cent. But this increase in wages was small compensa 
tion for the rise in prices. The cost of living index number, 
based on 1928, rose from 74.4 in 1934 to 103.9 at the out- 
break of war, that is more than 30 per cent. The entir 
price level had probably risen by as much as 5O per cent. 9 
that the récord figures of the 1928 trade boom were 
everywhere reached or surpassed. A general price increas 
of 20 per cent. since the outbreak of war may be const 
as a not inaccurate estimate for the whole of Italy. 


A New Committee 


As a result of these developments, a new committee wa 
appointed at the beginning of the year, and attached to the 
Ministry of Corporations under the chairmanship of the 
Minister. Other members are the heads of all th 
economic ministries, the general commissioner for we 
economy, and the Presidents of all employers’ and workers 
unions in_industry, agriculture and commerce. This com 
mittee has far-reaching powers to intervene in the fixing 
prices and wages. But the primary task is to watch over 
hitherto decentralised control of the individual corporations 
and co-ordinate their intervention in the field of wage 

ice fixing. 

PrThe addition of representatives of other departments ® 
well as the presidents of the unions proves that the task 
wage and price fixing is no longer left to the Ministry ¢ 
Corporations. The Ministry of Finance is the only — 
department not represented on this new committee, althou 
the recent large and sudden increase in prices must 
attributed mainly to the new 2 per cent. turnover tax. 
this tax is paid at each stage of manufacture, the conseq 
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jncrease in the retail price may average at least 8 or 10 
cent. 

The preparatory work of this board of control had its 
first general result, when the Central Council of the Cor- 

tions met on March 9th last. At this meeting many con- 
prices for industrial goods as well as wages were 
raised, the latter being increased as from March 25th. State 
transport rates were not touched by the general increase on 
this occasion, but local charges were raised by 15 per cent. 
The charges of public utility undertakings for water and 
wer were not changed. Price limitation for a small number 
of important foodstuffs will be maintained at least until 
July 31st. At a later meeting the salaries of officials were 
also raised by from 10 to 20 per cent. 

The speeches delivered by Signor Mussolini and by the 
Minister of Corporations at this meeting clearly indicated 
that the work so far done was only a beginning. But since 
price limitation necessarily involves a charge upon the State, 
jt must ultimately result in higher taxation, and the wage 
earner is no better off. The finding of a way out of this 
vicious circle is the most important of Italy’s present in- 
ternal economic problems. 


May 10th. 


Egyptian Banking and 
Finance 


| FROM OUR ALEXANDRIA CORRESPONDENT ] 


Even if war had not broken out the past twelve months 
would have gone down as one of the most eventful periods 
in Egyptian banking history. The outcome has been a tighten- 
ing of State control over a hitherto loosely organised system. 

On June 28, 1939, an extraordinary meeting approved 
the modification of the statutes of the National Bank of Egypt 
in conformity with the Government’s wishes. The main in- 
novations consisted in an Egyptian majority on the Board of 
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Directors; the future recruiting of personnel exclusively from 
Egyptians; the option of transforming bearer shares into 
nominative; closer co-operation with the State, including 
advances to the Treasury. This enabled the Government 
subsequently to obtain from Parliament the renewal for 
another forty years of the issuing privilege which was due 
to expire at the end of 1948. The ultimate aim of the Govern- 
ment is to set up a central bank. 

Shortly after the outbreak of hostilities, Talaat Harb Pasha, 
founder and leading spirit of the Banque Misr, resigned. On 
March 28th, both the Chamber of Deputies and the Senate 
held an 7m camera session, after which the Cabinet passed 
resolutions to guarantee present and future deposits of the 
bank; and to take the necessary steps to strengthen the posi- 
tion of this national institution and to ensure its success. 

A passage of the annual report of the Governor of the 
National Bank explains one of the principal causes of diffi- 
culty for the Banque Misr: “ For the deposit banks to assist 
in the creation of industries or in the development of exist- 
ing ones would, I need hardly say, lay the seeds of trouble.” 
It is with good reason, therefore, that the Government is 
studying a plan for the creation of an industrial bank. 

As in most agricultural countries, succeeding governments 
have found it necessary, since 1931, to intervene to enforce 
some sort of composition between creditors and land debtors. 
Interventions, however, have been following one another for 
the past ten years, and even to-day creditors are prevented 
from carrying out expropriations. The result is that mortgage 
banks are less free with their loans, to the detriment of agri- 
culturists and of prices of agricultural produce. 


The Impact of the War 


Owing to the country’s geographical position, the Egyp- 
tian financial world had been on its guard ever since the 
sanctions period, and as war came at a time of severe eco- 
nomic depression, its effects were not violent. No moratorium 
was proclaimed, neither did the markets close for a single 
day. Withdrawals were not excessive, reaching 20 per cent. 
in the case of Post Office Savings Banks. 

More serious trouble threatened to develop with the financ- 
ing of the cotton crop, but the difficulty was met by the 





You may have to cut out 

the 65 brandy in these times of stress. 
But you can still revel in the 
matchless aroma of fine Turkish 
cigarettes, and pay no more 

than the price of ordinary Virginias, 


if you ask for 


| De Reszke TURKS 


THINGS YOU OUGHT TO KNOW. 


— 





Turkish tobacco, of which the British 
Government have made large pur- 
chases from our ally Turkey, is the 
finest cigarette tobacco the world 
produces. The ‘chain smoker’ can 
confidently take to Turkish, which 


have less than half the nicotine 


1/5 FOR 20 





content of Virginia cigarettes. 





934 THE ECONOMIST 


establishment of an exchange control; this incidentally helped 
to check the flight of local capital which had been a icature 
of the Egyptian economy during the year or two that pre- 
ceded the war. Despite the growing cost of the defence ser- 
vices, the State has succeeded up to now in avoiding borrow- 
ing. 

In normal years the note circulation is closely related to 
cotton movements, swiftly increasing in the autumn and de- 
creasing slowly after winter. This time, despite lower cotton 
prices early in the season and a smaller crop than last year, 
the war naturally caused a much larger expansion than usual. 
After the turn of the year, however, quite a substantial con- 
traction was recorded. The physical amount of gold held by 
the National Bank has remained unchanged for several years 
and the steady outflow which has been going on for a number 
of years has originated from sales by private holders. 


May 11th. 


Swiss Trade 


[FROM A CORRESPONDENT ] 


SwISs trade continues very active in spite of the war. 
Exports, during the first three months of 1940, at 331 mil- 
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lion francs, were a million francs higher than during the 
corresponding period of last year. Imports amounted 
613.5 million francs. 

Since August, 1939, severe measures have been taken to 
prevent unjustifiable price increases, but some rise is inevit. 
able in the present international conditions, and the cogt of 
living is 53 points above the pre-war level. Imported 
in particular, has advanced sharply in price, and the whole. 
sale price index for March, 1940, is 25 per cent. above that 
for March, 1939. The currency situation is, however, 
changed. 


to 


un- 


Mobilisation Expenditure 


The chief preoccupation of the authorities’ recently has 
been the finance of mobilisation. For many years the Swiss 
have devoted great attention to the question of national de. 
fence, in the conviction that a strong army is necessary for 
the maintenance of their independence. At present, the mobj- 
lisation of the army is costing several million francs a day 
and to meet this cost, a loan of 200 million francs was floated 
in March. Further funds for the same purpose were secured 
in April, by means of an income tax, a capital tax, a war 
profit tax, a turnover tax, and a levy on the Exchange Equali- 
sation Fund. 


May 18th. 


Germany at War 


(An objective account of economic trends in the Reich compiled weekly by 
the editorial staff of The Economist from German and neutral sources.) 


THE wartime control and direction of different industries 
rests with the Reich Departments (Reichsstellen), which in 
each industry replaced the peacetime Reich Control Boards. 
The latter exerted their influence on individual industries 
principally by controlling the imports and exports of raw 
materials and manufactured articles; the Reich Departments 
regulate production, and may prohibit production or capital 
expenditure. They also impose levies intended to build up 
funds for capital expenditure, to maintain prices, or to sub- 
sidise exports. 

They employ different methods in each industry, accord- 
ing to the tradition and type of the self-governing economic 
organisation in that industry. Their decrees regarding pro- 
duction may be enforced either by a cartel or by a self- 
governing “economic group” akin to the former industrial 
federations. In the textile industry, for instance, the 
“economic group ” is used by the Reich Department for the 
distribution of raw materials as well as for the execution of 
orders closing down factories. In the coal industry the 
Reich Department has established distribution centres of its 
own. In the paper industry the cartels and syndicates have 
been formed into an entirely new organisation, the so-called 
“committee for collaboration” (Gemeinschaft). In other 
industries, i.e. the brick, building stone, and glass-jar in- 
dustries, the Reich Department has established compulsory 
cartels. In some cases existing cartels have been developed or 
extended. 

These examples show a great variety of organisation, 
always with the same purpose—direct State control over pro- 
duction. In general, the system of State control uses the 
traditional economic organisations with a view to maintain- 
ing a degree of initiative necessary for the prosecution of 
the industrial war programme. Actually the individual in- 
dustrialist is completely regimented. Yet the decentralisa- 
tion within a very rigid centralisation leaves the industrialist 
a certain initiative and has greatly reduced the direct bureau- 
cratic interference by Government Departments. 


* * * 


Statistics.—A year ago the German Government set up 
a Central Statistical Committee to reorganise the existing 
economic statistics. The economic controls introduced by 
the Nazi system had produced what may be called a statisti- 
cal craze. For years all the economic organisations had been 
engaged in compiling statistics, frequently compelling 
managers to employ additional staffs. The Central Com- 
mittee has now rationalised statistics; and any organisation 
wishing to prepare new statistics needs special permission. 
During the first year of the Committee’s existence 1,200 
applications for new statistics were received; 135 were re- 
jected, 237 were modified, and only 194 were given per- 
mission in the original form. The intention is to simplify 





processes and to save employers from too much clerical 
work. 
* * * 


State Borrowing .—The Government is still borrowing 
on a large scale, as shown by the development of the State 
debts. The latest figures are as follows :— 


(In million Reichsmarks) 


January, December, January, 

1939 1939 1940 
Long-term debts...... 22,835 -0 26,895 -2 27,190:0 
Short-term debts...... 5,274°8 14,140-0 15,767°1 
BUD Sievccossspesen 28,109-8 41,035-2 42,9571 
Tax certificates ...... Nil 4,670°5 4,497°8 
Grand total ......... 28,109 -8 45,705 -7 47,454-9 


The increase in January amounted to Rm. 1,749 millions, 
some Rm. 100 millions less than in December, 1939. During 
the first five months of the war the average monthly increase 
in the total debt has amounted to Rm. 2,040 millions. At 
the rate of Rm. 16 to the £1 the average monthly increase 
would work out at £128 millions. Assuming an average 
monthly revenue during these five months of Rm. 2,000 
millions, it can be calculated that the Government may have 
had at its disposal a monthly average of Rm. 4,040 millions 
(£253 millions) from revenue and borrowing alone. 


* * * 


Economy in Packing.--The value of wrapping and 
packing material has been estimated at 5 per cent. of the 
total value of the Reich’s industrial output. For many years 
Germany has been economising in wrapping material, but 
since the outbreak of war more stringent economising has 
begun. The prohibition of openers for sardine tins has saved 
2,000 tons of steel. By prohibiting handles on metal marma- 
lade containers another 3,000 tons will be saved. Timber s 
now being generally replaced by a special cardboard manu- 
factured from waste paper. Where wooden cases cannot be 
replaced a hiring system for the repeated use of cases has 
been introduced. Leather usually packed in jute tissues must 
now be packed in paper. 

In the tin canning industry tinplate has been replaced by 
sheet iron which is treated with a special lacquer. At the 
same time, the use of glass jars for preserving vegetables an 
fruit is being developed. The standardisation of cans an 
glass jars is another method of saving material. Four hund: 
different types of cans for meat have now been reduced to 
only 36. Motor oil is being sold in paper bottles, and petrol 
barrels are no longer galvanised but treated with a coating 
of special lacquer. The reduction in the use of paper 
been carried very far indeed. 
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Books and Publications 


Shorter Notices 


“The Road and Rail Transport Problem.’’ 
Sir H. Osborne Mance. 161jpages. 
and Sons. 7s. 6d. 


Sir Osborne Mance is to be congratulated upon having 
produced a brief survey of the internal transport situation 
which is both readable and comprehensive. Moreover, in the 
short space of 161 pages, he outlines a solution which, if it 
involves certain practical difficulties, is certainly free from 
bias and loose thinking. It may be summarised as an attempt 
to reconcile the “ value” and the “ cost” bases of charging 
by pooling the fixed costs of both road and rail. Transport 
charges would then comprise two parts: a toll, based on the 
“value of service” principle and representing a contribution 
to the road-rail pool; and a haulage charge, based on the 
prime cost of the service provided. Traders would thus retain 
their liberty to consign by alternative routes, but the rates 
would reflect changes in the prime cost of transport and the 
tendency would be for traffic to pass by the most efficient, 
ie. the cheapest, route, Competition would be robbed of its 
more erratic and devastating effects, but it would be unneces- 
sary to reconstitute a monopoly of inland transport in which 
the railways would inevitably become the dominant partner. 
The scheme is attractive, but obviously many administrative 
difficulties would have to be faced. Sir Osborne Mance pro- 
poses that ““C ” licence vehicles engaged in distributive work 
should be excluded from the scheme; and, clearly, far- 
reaching changes in the organisation of “A” and “B” 
licence haulage would be necessary, together with drastic 
revision of railway costing accounts. However, it is sincerely 
to be hoped that, if and when further State control of trans- 
port is meditated, this plan will receive the attention it 
deserves. 


By Brig.-Gen. 
Sir Isaac Pitman 


“The Prevention of Fraud (Investments) Act 1939.’ By 
L. J. Morris Smith, B.A., LL.B., B.C.L. of Gray’s Inn, 
Barrister-at-Law. Jordan and Sons Limited. 168 pages. 
10s. 6d. 


The war has so far prevented the coming into force of a 
substantial part of the “‘ Sharepushing ” Act, though certain 
sections are already in operation. This book discusses the 
legal implications of the Act, which is included as an appen- 
dix, together with relevant sections of the Companies Act 
and the Licensing regulations issued after the passing of 
the Act last year. It will be of the greatest service to all 
those businesses—the majority of which are conducted 
eerie fall within the provisions of the 

ct. 


“The Stock Exchange Official 
Skinner and Company. 


Year Book.’’ Thomas 
3,877 pages. £3 10s. 

There are few volumes which exceed in length the 3,877 
pages of the “ Year Book.” There is none which is less 
dispensable to the stockbroker’s office and the large investor’s 
records. The compilers have recognised war conditions by 
the inclusion of a synopsis of the Trading with the Enemy 
Act (which has been the subject of reminders to members 
of the “ House” recently) and of a useful list of emergency 
addresses. The “ Year Book” is, as always, an unrivalled 


compendium of investment information and a triumph of 
bookbinding. 


“The Shipping World Year Book and Port Directory of 
the World, 1940.”’ 25s. net. 

The 54th annual issue, which has now been published, is 
an indispensable work of reference for those associated with 
ships, This reference book consists of four main sections, 
dealing with ports, the ownership of British ocean-going 
tonnage, biographical details and the business careers of all 

foremost men associated with shipping, and a directory 
of ship repairers. 


“The Directory of Directors, 1940.” 
& Co. (Publishers) Ltd. 30s. net. 


The 1940 edition of this invaluable reference book for all 
woe in any form of company work has now been issued. 
ome 32,000 names are included in it. 


Thomas Skinner 


Books Received 
Essays. on Monetary Theory. By D. H. Robertson. (London) 
P.S. King. 234 pages. 11s. 6d. net. 


The Evolution of Indian Industries. By R. Choudhuri. (Cal- 
cutta) University Press. 455 pages. No price stated. 


Mr Keynes Answered. By E. Burns. (London) Lawrence and 


Wishart. 80 pages. ls, net. 

The Nazis at War. By W. Frischauer. (London) Gollancz. 283 
pages. 10s. 6d. net. 

Rosa Luxemburg: Her Life and Work. By P. Frélich. (London) 
Gollancz. 336 pages. 7s. 6d. net. 


I Was Stalin’s Agent. By W. G. Krivitsky. (London) The 
Right Book Club. 297 pages. 2s. 6d. to members. 


The Banks for the People. By J. Strachey. (London) Gollancz. 
77 pages. Is. 6d. net. 


Leviathan and the People. By R. M. Maclver. 
Milford. 182 pages. 8s. 6d. net. 


History of Monetary and Credit Theory. 
(London) Allen and Unwin. 442 pages. 


(London) H. 


By Charles Rist. 

25s. net. 

Money and Banking in Japan. By Phra Sarasas. Heath Cranton, 
Limited. 543 pages. 18s. 

The Slovak Question. The Slovak Council, Geneva. 
and maps. No price stated. 

The Growth of Federal Finance in India. 
Humphrey Milford. 558 pages. 20s. 


World Finance, 1939-40. By Paul Einzig. Kegan Paul, Trench, 
Trubner and Company, Ltd. 271 pages. 12s. 6d 


82 pages 


By P. J. Thomas. 


New Zealand’s Interests and Policies in the Far East. By Ian 
Milner. 131 pages. $1.00. Australia’s Interests and 
Policies in the Far East. By J. Shepherd. 212 pages. 


$2.00. German Interests and Policies in the Far East. 
By K. Bloch. 75 pages. $1.00. fFapan’s Emergence as a 
Modern State. By E. H. Norman. 254 pages. $2.00. 
Fapanese Industry. Its Recent Development and Present 
Condition. By G. C. Allen. 124 pages. $1.00. American 
Policy in the Far East, 1931-40. By T. A. Bisson. 162 
pages. $1.25. (New York) Institute of Pacific Relations, 
129 East 52nd Street. 

Bread and Power. By E. T. Brown. (London and Edinburgh) 
Wm. Hodge and Company. 278 pages. 10s. 6d. net. 


Analisi Economiche. By F. Vinci. (Bologna) Nicola Zani- 
chelli Editore. 463 pages. L. 60. 
Whither Italy? By R. Scarfe. (London) Francis Aldor. 46 


pages. Ils. net. 

Economic Problems of To-day. By W. Arthur Lewis. (London) 
Longmans. 175 pages. 5s. 

Nutrition in War. By Sir John Boyd Orr. (London) Fabian 
Society Tract Series, No. 251. 14 pages. 3d. 

Exit Prussia. By Edgar Stern-Rubarth. (London) Gerald Duck- 
worth and Company, Ltd. 220 pages. 6s. 


Safeguarding Our Civil Liberties. By Robert E. Cushman. 
(U.S.A.) Public Affairs Pamphlets, No. 43. 31 pages. 
10 cents. 

L’Economie et Législation Industrielles. By R. Mossé. (Paris) 
Aubier. 402 pages. No price stated. 

Handbook of Latin American Studies : 1938. By L. Hanke and 
R. D’Eca. (London) A. Milford. 468 pages. 22s. 6d. net. 


Daily Mail War Atlas. (London) Daily Mail, Northcliffe House. 
32 pages. 2s. 6d. net. 


Olives and Olive Products. Studies on the Principal Agricultural 
Products on the World Market. No. 6. (Rome) International 
Institute of Agriculture. 223 pages and maps. L.25. 


Official Publications 


Report of the Medical Research Council for the year 1938-39. 


Cmd. 6163. 3s. net. 
Government Publications. Consolidated List for 1939. 
Post Office Commercial Accounts, 1938. 9d. net. 
Revenue Departments Appropriation Accounts, 1938. 9d. net. 
Post Office Fund Account, 1938. 1d. net. 


Memorandum on the Board of Education Estimates, 1940. 
Cmd. 6179. 4d. net. 


Trading Accounts and Balance Sheets, 1938. 1s. 6d. net. 


ls. net. 


Tithe Act, Accounts, 1938. 1d. net. 


Widows’, Orphans’ and Old Age 
Accounts, 1938. 3d. net. 


Contributory Pensions 


Third Report from the Select Commiitee on National Expendi- 
ture. 3d. net. 

War Damage to Property. Government Compensation Scheme. 
Final Report of the Committee on the Principles of Assess- 
ment of Damage. Cmd. 6197. 2d. net. 

Factories Act, 1937. Report on Hours of Employment of 


Women and Young Persons in Factories during the first 
five months of the War. Cmd. 6182. 3d. net. 
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THE BUSINESS WORLD 





The Course of Profits 


HANGES in a statistical series which stretches back for 
more than three decades should not be made lightly. 
The improvements in The Economist's profit computations 
(which were described in the issue of January 6, 1940) were 
dictated by one motive only—to make the figures represent 
more accurately the true course of profits. Two major changes 
were involved. The first was to take account of income tax; 
the second to define free reserves more strictly. With income 
tax at such a high level as 7s. 6d. in the £, comparability o! 
the profits of different companies is seriously affected by the 
method which they adopt in their accounts for charging 
income tax. Technically, the difference is between expressing 
profits on a “ gross” basis and on a “net” basis—or more 
simply, after charging only the company’s share of tax, or 
the whole liability, including the contribution from share- 
holders’ dividends. The choice of method is quite fortuitous, 
but it greatly affects the size of published profits in times ot 
high taxation. An attempt to put the figures on a uniform 
basis, and to eliminate arbitrary changes due to taxation, had 
plainly become necessary. 

Hardly less important, however, were other changes intro- 
duced this year, by which, for the first time, a double record 
of trading profits and also of true net profits has been kept. 
This has, incidentally, involved a redefinition of reserves. In 
former years this item in our figures was a repository for a 
mixture: reserves provided against specific assets, and other 
items properiy chargeable against profits were combined with 
“free reserves” which were, in effect, merely undivided 
profits. Now the line is more tightly drawn to include the 
latter and exclude the former. These changes involve a break 
in continuity with certain figures of previous years, though 
this can be surmounted by the device of a chain index 
number. 

The following table summarises the results of 552 com- 
panies whose reports were received during the first quarter 
of this year : — 


PROFITS OF FIRST QUARTER COMPANIES 


| Latest net 


Previous Latest figures 
552 Companies Financial Financial calculated 
Year Year before charging 
j taxation 

NE sc cceeusgn 120,227,409 | 125,316,354 
Depreciation ........... ) lf 9,514,858* 
Debenture interest ; > 48,088,902 |- 7,883,177 
Other charges and taxation | 38,729,408 
Met Profits...............00000 72,138,507 | 69,188,911 86,642,000 
BEER EPEUB. coccscpescsscscepeses a | 13,801,224 15,197,000 
TE BPOTR.  ccccee sab inmednien sad | 45,971,180 62,029,000 
Add to free reserves .... es 9,416,507 9,416,000 


** After depreciation where not separately stated. 
* Where separately stated. 


The figures in the first two columns are as reported by the 
companies, without adjustment for income tax. They show 
that reported trading profits rose by 4.2 per cent. during the 
quarter, but that net profits declined by 4.1 per cent. This 
difference in trend was due largely to higher taxation charges, 
following the increase in the standard rate to 7s. for 1939-40, 
while certain companies also made supplementary provisions 
for the preceding year. The third column gives a recalcula- 
tion of reported net profits and dividends as they would 
appear before charging any income tax. These figures, of 
course, are substantially higher than those of the second 
column, and they show the extent to which distributable 
profits have previously been understated, by the purely 
technical incidence of income tax. By re-expressing distribut- 
able net profits as they would be before charging income tax, 
the amount available for distribution is raised from the re- 
ported total of £69,189,000, as shown in column two of the 
table, to the estimated total of £86,642,000, as in column 





three. The depreciation total applies only to those companies 
which stated the charge in their accounts. Over the course 
of time, however, the depreciation figures will provide much- 
needed material for a study of depreciation policy 

To link the new results with those of earlier years, the 
following table may be of assistance: — 


PROFITS OF FIRST QUARTER COMPANIES—1935-1940 


Reports issued Nx Chain Rati 


Pret. and : 
in ot Profits Index No Ord ( : Profits to 
Ist Quarter Cos 1937 = 100 ene Cap 
£°000's £°000’s 
1935 590 67,137a 78:9 754,002 8-9 
1936 56¥ 75,732a &9-4 757,046 10°0, 
1937 628 94,733a 100 852,038 11:1 
1938 646 100.3554 109-4 | 836,937 11:9 
1939 656 89.65la 99-5 835,801 10:7 
1940 552 125,3166 103°8 748,454 11-64 
Total profits after debenture interest 6) Trading profits before 
debenture interest, depreciation and taxation ( Without tax adjustment, 


Ratio of net profits, as recalculated on a before-tax basis. 


Changes in comparability in the past quarter are explained 
in footnotes. In particular, the ratio of profits to share capital 
has been calculated, not from total profits less debenture 
interest, as in previous years, but from profits available for 
dividends, recalculated before tax. These recalculated figures 
indicate that the return on preference and ordinary share 
capital for companies reporting in the first quarter of the year 
amounted to 11.6 per cent. This return is not, at first sight, 
markedly superior to the ratio of 10.7 per cent. for first- 
quarter companies in 1939, despite the correction for income 
tax in the latest year. The explanation is that while income 
tax has caused an understatement of available profits hitherto, 
certain reserve provisions which should strictly be charged 
before striking net profits have been treated as an allocation 
from profits. The new closer definition of reserve provisions 
thus now tends to reduce available profits, and has evidently 
offset the increase due to tax adjustments to some extent. 

An accurate statement of distribution policy can be based 
on the adjusted figures shown in column three of our first 
table. The latest figures given below are not strictly com- 
parable with those of earlier years : — 


DIVISION OF PROFITS (Ist QUARTER COMPANIES 


1935-39 : Proportion of 


» > , > 
Total Profits. Rates of Payment 


(1935-39, without adjustment 


Reports 1940 : Proportion of 
Issued adjusted Net Profits. for tax) 
during a = a a o___—, 
Ist Quarter ot | | : 
Pref. | Ord. To a | ee 1 Earned Paid 
div. div. | reserve ~~ eet ord, ord. 
vw t« | «3a 
1935 ...... | 20:8 | 59-8 19-4 4°64 5-1 | 11:0 | &8 
1936 ...... | 19-1 | 58-7 2:2 4°51 5:3 12:6 | 92 
1937 .. 19°8 | 56-6 23-6 4°39 5-8 | 144 | 101 
1938 ......| 17:0 | 53-3 | 20-7 | 4-22 5-5 | 15-8 | 102 
1939 ...... | 18-4 53-9 27:7 4-20 5-2 | 13-9 | 9:2 
1940(a) . 17:5 71°6 10-9 4:24 | 5:5 15:1 | 13-1 


a) Figures based throughout on adjusted net profits. 


The ever increasing standard rate of tax has masked the 
true return on ordinary shares in recent years, Even the 
first quarter’s figures under the new method confirm this 
point, for the known increases in ordinary dividends during 
the period were few—and certainly not of an order to rais 
the average from 9.2 per cent. (for first quarter compan 
in 1939) to 13.1 per cent. Further, the stricter definition 
free reserves is almost entirely responsible for the fall in the 
proportion of profits allocated under this head from 27. 
per cent. to 10.9 per cent. The figures in former years = 
cluded charges against profits for the broad purpose ° 
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keeping capital assets intact, although no outside observer 
could tell whether a depreciation provision was adequate or 
abundant. But the figures suggest that companies look to 
reserves for a source of net new capital to a smaller extent 
than has sometimes been supposed. ney 

No remarkable features in the profits of individual groups 
were revealed during the first quarter of this year. ‘hese 
figures are shown on page 963, but without particulars of the 
division of profits and rates of dividend for each group, 
which have hitherto been published. Accurate figures under 


Shipping 

HE last war left on every British mind an impress of 

the vital necessity not merely of a Navy to keep the 
freedom of the seas, but of a merchant marine to use it. The 
front on which we came nearest to defeat was the shipping 
front-—and it was also the front on which we won our first 
decisive victory. We have not, in general, been as prompt as 
we should have been in beginning this war where we left 
off in the last. But the lessons of the submarine campaign 
of 1917 did not have to be learnt twice; the principles of 
the convoy and of anti-submarine warfare, which proved 
so successful last time, were applied from the start of this 
war and have been equally successful. So successful have 
they been that the seriousness of the shipping problem has 
not been fully realised by the public. It is true that the pri- 
mary object is to prevent our merchant shipping from being 
sunk, and to a very substantial degree that has been achieved. 
But the very measures that are taken to foil the submarine 
add to the difficulties of the fundamental shipping prob- 
lem, which is to find enough ships to bring into the country 
the tonnage of goods necessary for the conduct of the war. 
Even if there were no submarines and no mines, there would 
be a scarcity of shipping, for the war not only directly 
absorbs a number of ships in supplying the armed forces 
overseas, it also greatly increases the quantities of some 
bulky raw materials that are required. When, in addition, 
the annual carrying capacity of shipping is reduced by the 
delays inevitably associated with the convoy system, the 
problem is still further increased. If the last war had con- 
tinued through the winter of 1918-19, it would have been 
necessary to make further cuts in the British food rations, 
not because the submarine was still a serious menace, but 
because the transport of material for the American Army 
required a very large amount of shipping. 

There is thus, in any case, a shipping problem in war, how- 
ever successful the measures taken against the mine and the 
submarine. It has two facets: the maximum use must be 
made of the carrying capacity available; and the limited 
tonnage of goods brought in must be restricted to those most 
needed for the prosecution of the war. The latter—the estab- 
lishment of an appropriate order of priority—involves deci- 
sions covering the whole range of economic policy, and for 
the purpose of this article it must be left aside. The ship- 
ping problem proper—the best use of the ships available— 
Presents a number of points on which controversy has been 
joined both within the shipping industry and between it and 
the Ministry of Shipping. 

The chief of these rages over the Ministry’s policy of re- 
quisitioning ships and operating them under its orders and 
for its account, albeit through the agency of the shipowners. 
The owners were led to believe, before the outbreak of the 
war, that the system to be adopted would be one of licensing, 
by which ships would still be chartered in the various freight 
markets and operated on a competitive basis, subject only to 
overnment licensing. The abandonment of licensing after 
afew months’ trial and the adoption of the much more strin- 
gent system of requisitioning is a natural subject of grievance; 
but it does not necessarily prove that the first decision was 
‘rong, and still less that the change was unjustified. 

The difference between licensing and requisitioning is the 
— between negative and positive control. Under 
shin ng the owner can be told what he may not do with his 

P; under requisitioning he is told what he shall do. In 
— the delicate mechanism of the freight markets en- 

smooth adjustment of the supply of shipping to the 
aaa for it, and no other system is easily conceivable in 
where the chief stimulus to economic action is what 
te want and what they are prepared to pay. In peacetime 

.” 4 positive advantage that the system works without it 
a the duty of anybody to survey the demand for shipping 

Whole. In an incomplete war economy, where Govern- 
Ment trading co-existed with a reduced, but still substantial, 
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both headings involve complicated readjustments for taxa- 
tion, which may be possible in more leisurely days. But the 
problem of compiling accurate statistics of profits would be 
immensely simplified if all company accounts treated taxation 
charges in the same way, and the professional accountants’ 
bodies might enter this question on their post-war agenda. 
Meanwhile, our new method of compiling profits figures will 
throw light on the true course of industrial profits, which 
would otherwise be obscured by any further and substantial 
rise in taxation which may be required before the war is won. 


in War—l 


body of private trade, undertaken on private initiative for 
profit, it might be possible to solve the shipping problem by 
a modification of the peacetime system rather than its super- 
session. The Government would requisition shipping for its 
own needs, and attempt to equate supply and demand in the 
rest of the market by a joint policy of limiting imports and 
licensing ships. This was the system in force in the early 
months of the war. 

It very quickly proved to have serious disadvantages. There 
are certain trades which must be carried on in wartime even 
though they may be extremely unpopular with shipowners, 
either because of unprofitability or of special danger. If it is 
left to the initiative of shipowners to apply for licences for 
these voyages, the freights offered may have to be very high, 
and even then the response may be inadequate. The licensing 
system has to be strained by making the grant of a licence for 
a profitable voyage dependent on the offer to undertake these 
unpopular services. But even so, the power to refuse permis- 
sion is much inferior to requisitioning as a means of ensuring 
that the best possible use is made of the shipping avail- 
able. Moreover, licensing has other disadvantages. Neither in 
the last war nor in this has it proved possible to cut down the 
bulk of private imports by direct import prohibition to a 
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figure anything near the tonnage of shipping available. It is 
very difficult to prevent over-demand resulting in the bidding 
up of freight rates, and this in turn leads to a differentiation 
between diiferent commodities solely according to the increase 
in price they can bear, which has further undesirable reper- 
cussions on the whole economic structure. Partly for this 
reason, the Ministries of Food and Supply extended their 
control over a very wide range of commodities. At the present 
time, probably more than three-quarters of the imports into 
this country are either directly purchased or at least controlled 
by these two Ministries, and as the supply programme de- 
velops, the proportion will reach 100 per cent. In these cir- 
cumstances, to preserve a purely negative control of shipping 




































































Free Sterling‘Steadies 


Despite the gravity of the week’s military news the 
behaviour of sterling in what remains of the free foreign ex- 
change markets has been most commendable. The rate in 
New York, which closed last week at about 3.24, has since 
fluctuated between 3.17 and 3.25 and closes this week with 
very little net change. This resistance to unfavourable mili- 
tary news must be partly explained in terms of the disap- 
pearance of the Dutch and Belgian financial markets. They 
no longer provide the facilities for speculation in sterling 
which, particularly in the case of Amsterdam, were formerly 
a potent factor in the free market. Moreover, with Dutch and 
Belgian sterling assets virtually blocked for the time being, 
a more specific potential factor of weakness in the exchange 
position has been temporarily immobilised. The concern of 
the authorities in dealing with the free market is now largely 
concentrated on the United States dollar and this eases the 
problem considerably. None the less, it would be surprising 
if the surge of vigour and awakened awareness of our task 
which is sweeping the whole country so rapidly towards a 
real war economy were to leave the exchange market un- 
affected. It is here that the compromise between control and 
ireedom has been most apparent and in some ways most dam- 
aging—both materially and psychologically. Whether through 
Orders issued under the Emergency Powers (Defence) Act or 
by further Defence Regulations, there are several directions 
in which more rigorous and effective control of our foreign 
exchange market could be achieved. One point on which 
greater severity should be exercised is the import of notes 
—sterling and foreign—into this country. At present, this 
traffic is free. Foreign banks buying sterling notes abroad 
may remit them to this country and have their free sterling 
accounts credited. There is special urgency in placing greater 
control on this import of bank notes given the considerable 
quantities of such paper which the Germans must have seized 
in Dutch and Belgian banks and safe deposits. 


* * * 


Emergency Powers Act and the Banks 


Banks were specifically mentioned by Mr Attlee as 
coming within the scope of the Orders by which the per- 
missive powers vested in the Government by the Emergency 
Powers (Defence) Act will be exercised. “ There will have to 
be control of the finances of the country and of the banks,” 
he said; adding, “it may be done centrally; but if condi- 
tions require it, it will have to be done through regional 
commissioners.” The banks may face this prospect of control 
with complete equanimity. In their loans policy, in the con- 
tribution they have brought to the new exchange market 
mechanism, indeed over the whole range of their activities, 
they form part of the effective machinery which controls the 
capital market. At no time has the co-operation between the 
banks and the Bank of England been as complete and 
harmonious as it is at present. The substitution of a more 
statutory form of control for the informal devices which have 
hitherto been largely responsible for enlisting the co-opera- 
tion of the banks in the economic war effort can have little 
practical effect in the near future. It may, however, be used 
to supplement Section 8 of the Defence Regulations in 
extracting from the banks information required to check 
evasion of exchange restrictions, and to push the banks 
further into the gilt-edged market. But it seems highly prob- 
able that, in the main, the permissive powers of control over 
banks will be kept in reserve for use in serious emergencies. 
The need for them might arise if, for example, material 
destruction in the British Isles reached a point at which the 
normal mechanism of banking organisations were to break 
down. 
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would be mere time-wasting. Licences could be given for 
Government cargoes and refused for others; but the initig. 
tive in applying for a licence would still lie with the ship. 
owner and all forward planning of shipping movements 
would be impossible. Moreover, so long as there is any 
private importing, licences to shipowners to accept private 
charters would be documents of considerable value and there 
would be endless problems to solve in distributing them 
equitably. 

In these circumstances, full requisitioning is the only 
rational policy. Nevertheless, it is one to which strong ex. 
ception has been raised in shipping circles. These objections 
will be examined in a second article. 


Finance and Banking 


Discount Rates Unmoved 


Once more it falls to the discount market to provide the 
completest illustration of economic isolation from the breath- 
taking military developments of the past week. The discount 
rate remains unmoved at lsz to lie per cent. The clearing 
banks have perhaps been slightly less aggressive in their 

urchase of bills, but this is largely due to the fact that most 
of these institutions have during the past week been making 
up for their May balance sheets. The market has at the same 
time been a rather keener seller of bills given the larger pro- 
portions of its quota which it has recently been obtaining at 
the weekly Treasury bill tenders. The banks, however, con- 
tinue to buy at 1 per cent. The Bank of England return 
showing bankers’ deposits at the comparatively high level of 
£103 millions partly explains this resistance of discount rates 
to military developments. Another explanation is the growing 
scarcity of commercial paper in the market. The closing of 
the Scandinavian market is only now making its full effect 
felt on the London market, which for so many years has 
handled a steady flow of acceptances representing Scan- 
dinavian trade with the whole world. 


* * * 


The Guilder Position 

There is still no precise news as to the ultimate fate of 
the guilder exchange. Dutch refugees entering this country 
are being allowed to exchange guilder into sterling notes at 
the rate of 7.68 guilders to the £ and up to a total of 155 
guilders per person. This rate is that which obtained for 
the conversion of notes on the eve of the German invasion of 
Holland. But the ultimate fate of the unit-of-account guilder 
which will be used by the Dutch Government in regulating 
its financial transactions with the other Allied Powers still 
remains to be settled. It seems likely that the Dutch currency 
will sooner or later find itself in the solid bloc which already 
includes the French, British and Belgian currencies. The 
news announced this week that the Dutch East Indies 
guilder had for the time being been linked to the United 
States dollar at the pre-invasion rate need not preclude an 
alignment with the Allied currencies. Now that Holland and 
her colonies are at war against Germany one may expect 
the trade between these colonies and the Allied Powers to 
be conducted on the basis of new agreements which would 
have as their natural corollary the establishment of stable 
official rates of exchange. Provided the official sterling-dollar 
rate remains at its present level—and there are no indica- 
tions whatsoever of a change—this stability of the N.El. 
guilder with sterling and French francs could be readily 
reconciled with the decision to maintain the link between 
the N.E.I. guilder and the United States dollar. 


* * * 


Belga Stabilised 

The belga has joined the monetary alliance at the rate of 
24 belgas, or 120 Belgian francs, to the £. For the time being 
this rate is nominal. The only transactions occurring in Bel- 
gian francs are the exchange of notes taken out of Belgium 
by refugees. Genuine refugees arriving in Great Britain may 
exchange such notes into sterling up to a total of £20 pet 
person. A record of such transactions is inscribed ont 
identity cards which the refugees are given on entering 
this country. For the rest the market in belgas is in suspense 
Forward contracts outstanding at the time of the invasion © 
the Low Countries are being left in abeyance pending receipt 
of the appropriate instructions from the Bank of Englan¢. 
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These are expected in the near future. The National Bank of 
Belgium has transferred its head office from Brussels to Le 
Havre, as it did in the last war, and as no issuing authority 
is left in Belgium the currency requirements of the country 
will presumably be satisfied, also as in the last war, by Ger- 
man notes. This position will at least facilitate the problem 
of dealing with the belga exchange, which will not be com- 
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plicated—as presumably it will be in the case of the Nether- 
jands—by the presence of a domestic currency issued by the 


central bank but under enemy control. When dealings in 

are resumed the market is likely to see very little of 
them. With Belgium largely in German occupation, private 
trade with that country will be virtually at a standstill, and 
the official conversion rate between belgas and the other 
Allied currencies will be mainly concerned with inter- 


Governmental transactions. 


* * 


Licence for Silver Exports 


A Board of Trade Order issued at the end of last week 
made some additions to the list of commodities which may 
only be exported from the United Kingdom under licence. 
To the complete surprise of the market, silver was included 
among them. The readiness of the authorities to grant export 
licences for silver has not yet been tested. But it is generally ° 
assumed that if such permission is given it will only be on 
condition that the metal is paid for in dollars or in sterling 
obtained in the official market. This development obviously 
revolutionises the whole silver position in London. The recent 
rise in the price, which had occurred despite increasing 
evidence of an early revision in the United States silver pur- 
chasing programme, had been based largely on the depre- 
ciation of the free sterling rate in New York and on the con- 
sequent rise of the export parity from London. As long as the 
United States Treasury was prepared to buy imported silver 
on the basis of 35 cents an ounce, and as long as American 
interests could buy silver in London with sterling obtained 
in the free market, the London price was bound to follow 
broadly the range of free sterling fluctuations. If the possi- 
bility of such arbitrage operations has been withdrawn, the 
sterling silver price should tend to revert to the parity indi- 
cated by the official sterling-dollar rate. This parity may at 
present be calculated at 183d. Other influences are, however, 
acting on the market, particularly the Indian demand, which, 
in accordance with tradition, increases in intensity with every 
extension of the theatres of war. Moreover, the scarcity of 
supplies in the London market contributes a persistent check 
to the fall of the price which should logically follow official 


Royal. — Accident premiums of the 
Royal rose to more than £6 millions. Fire 
premiums were some {£4 million short 
of the same figure. The company, includ- 
ing its subsidiaries (but excluding the 
associated company, the Liverpool and 
London and Globe, whose accounts are 
reviewed separately) also obtained _ its 
share of the enlarged business and rates 
available in the marine market, so that 
total non-life premium income was {£12.7 
millions. If life premiums are added, the 
gross total was nearly £15 millions. The 
fire and accident business, as usual, was 
very remunerative, profit balances being 
9.2 per cent. in both departments. The 
marine account, which in 1938 required 
a draft of £46,420 from profit and loss, 
last year contributed a profit of £82,706. 
The figures include those of the sub- 
Sidiaries, but not of the Liverpool and 
London and Globe. 

Following the general trend, new life 
assurances fell from 5,176,871 to 
£4,474,453 net, and interest from 3.75 
Per cent. to 3.53 per cent. net. The fund 
increased slightly, however, from 
£27,118,312 to £27,386,905. The valua- 
tion at the end of last year, which was 
°n a particularly stringent basis, interest 

ing taken at only 24 per cent., com- 
pared with 3 per cent. at the 1934 valua- 
tion, was brought up to date by the use 
of the new A1924/29 mortality tables. 

tse changes required about £275,000 
Additional reserves and a further £150,000 

48 reserved for possible war mortality. 
45 valuation showed a surplus of 
f 302,096, which would be sufficient to 
samain the bonus declared last time. As 

Measure of precaution, however, 


* 
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moves 1n London and Washington. Thus the price, which at 
the end of last week touched 234d., the price at which the 
Indian Government is still prepared to sell, has since fallen to 
21téd., which is well above the theoretical export point to 
New York. The Indian Government found it necessary to 
sell a small amount on Friday of last week to prevent the 
price from crossing the 234d. limit. 


* * 


Pan-American Banking 


One of the projects sponsored by the United States 
Government to increase trade between the United States of 
America and Central and South America is the proposed 
creation of an Inter-American Bank, the preliminary draft 


statutes for which have been drawn up by the Inter-American 
Economic and Financial Advisory Committee set up at the 
Panama Conference. The proposed capital of this institution 
is 100 million United States dollars, to be subscribed by the 
United States Government, and the other twenty American 


INSURANCE NOTES 


Underwriting 








Earned Premiums Balances to 
Profit and Loss 
1938 1939 1938 1939 
4, ‘ £ 4 
Fire .... 5,472,954 5,436,154 511,926 501,883 
Accident 5,996,686 6,037,751 566,920 558,391 
Marine 1,015,075 1,241,243 Dr46,420 82,706 
12,484,715 12,715,148 1,032,426 1,142,980 
Life . 2,106,911 2,113,445 *50,000 *46,000 
Annuity 285,084 107,019 aad aa 
Cap. red. 56,271 20,187 





14,932,981 14,955,799 
Interest (ex. life, annuity and 
cap. red. . 1,210,133 1,120,482 








2,292,559 2,309,462 


* One-fifth of shareholders’ profits at 1934 valua- 
tion (1938 account) and 1939 valuation (1939 
account). 


£2,005,770 is unappropriated, leaving 
£230,000 allocated to shareholders and 
{2,066,326 for with-profits policyholders. 
The reversionary bonus is 36s. per cent. 
per annum, against 45s. last time. 

The total credited to profit and loss, 
as shown in the table, was £2,309,462, 
which, added to the amount brought for- 
ward, gave a total of £4,416,310. After 
transferring £750,000 to the reserve fund 
(making £1,500,000) and providing for 
the 1939 final dividend and other out- 
goings, £2,003,804 is carried forward 
(against £2,106,848). The dividend of 
6s. 6d. less tax per £1 share is unchanged. 
The book value of the assets (£61.8 
millions) was less than the actual value. 


* 


Phoenix.—The large fire and accident 
portfolios of the Pheenix yielded profits 


Republics, in proportion to the volume of their trade with the 
United States during the year 1938. It appears to be a kind 
of American “ Bank for International Settlements,” to act as 
a clearing house for international payments between the 
American Republics. So far, only the requisite minimum 
number of five nations appear ready to sign the Convention; 
but even these require the ratification of their own legis- 
latures, and include Mexico, Colombia and Nicaragua, 
whose economy is directly dependent upon the United States 
market. The attitude of such important countries as Argen- 
tina and Chile is undefined. For one thing, there is political 
opposition, particularly in Argentina, to the hegemony of 
Washington; but apart from this the banking requirements of 
Latin America are already adequately met—indeed, there is 
sometimes too much competition. Moreover, the leading 
South American banking systems appear far from needing 
any of the rediscount or other financial facilities envisaged for 
the new institution. Central banks, with complete control of 
credit, now exist in most South American countries and 
enable them to face the existing conditions with far greater 
equanimity than in 1914-18. For example, the report of the 
Central Bank of Argentina for 1939 is a model of its kind, 
the reserve position being exceptionally strong. Another 
factor is the wartime expansion in British purchases, which is 
extending the influence of the sterling bloc not only to the 
River Plate countries but also in an increasing degree to 
Chile, Peru and Brazil. In all the circumstances, therefore, 
the outcome of the scheme for an Inter-American Bank 
appears, to say the least, problematical. 


at a very satisfactory level. The com- 
bined underwriting balance was only 
slightly less than in 1938. Premiums of 
the three non-life departments, helped by 
an emphatic expansion in marine income, 
totalled almost £74 millions, and the com- 
bined underwriting profit of these accounts 
exceeded the £4 million mark. Including 
the shareholders’ portion of life and capi- 
tal redemption profits and interest on 
general funds, the total credit to profit 
and loss was £992,129, giving a total 
credit of £2,401,263, with the sum of 
£1,479,134 brought forward. After provi- 
sion for dividend (12s. per share, less tax, 
as for 1938), debenture interest, taxation 
and other outgoings, the carry-forward was 
£1,473,676. The figures include those of 
the subsidiaries: 

Underwriting 

Profits to Profit 

















Earned Premiums and Loss 
1938 1939 1938 1939 
£ £ £ £ 
Fire ......... 2,737,475 2,753,159 239,138 201,780 
Accds. ..»» 3,963,958 3,827,822 304,872 330,074 
Marine ...... 740,919 908,316 aa 
7,442,352 7,489,297 544,010 531,854 
Life ......... 1,335,954 1,343,710 . 
Annuities... 92,798 247.9 56 38,000 19,903 
Cap. Red. 51,981 49,992 2,000 60 


I nterest (ex 
life ann. & 


cap. red.) ... 410,352 370,312 








8,923,085 9,130,935 994,362 922,129 





New sums assured in the life department 
totalled £4,027,016 net, a decline of 19 
per cent. on the 1938 total. Net interest 
was 3.59 per cent., against 3.83 per cent. 
Total assets at £38.4 millions were under- 
valued, taking into account investment and 


(Continued on page 948) 






































































The Market’s Rearguard Action 


The grave military news last week-end has found the 
London market, like the British Forces, fighting a stubborn 
rearguard action. But if proof were needed that its spirit 
remained unbroken Thursday’s spectacular recovery surely 
supplied it. At no time was any general freezing of the gilt- 
edged market evident, and in the big stocks dealings have 
remained relatively free. In this first assault minimum prices 
have fulfilled their main task—that of providing an assured 
dealing basis. Even on Monday, when dealings were under 
the heavy shadow of week-end war news, although many 
gilt-edged stocks touched official minimum levels, these 
usually provided a “bid” basis for dealings, and business 
still remained practicable. Since the week-end the gilt-edged 
market has certainly made the best of the news. Tuesday’s 
rally certainly looked odd by comparison with the serious 
disclosures of M. Reynaud, published after the market had 
closed. It was, in fact, largely of a technical character, due 
in part to the absence of any significant volume of sales. 
On Wednesday, early dealings were naturally affected by M. 
Reynaud’s overnight speech, but the recapture of Arras 


GILT-EDGED MOVEMENTS 


a { Change 
Mar May | May | May | May | May | since 
. 18 : 10 20 21 22 23 May 
1940 ” 
Conversion 5°, 1944/64 107! 10814 |1075g |1075g |1075g |10754 
Nat. Def. 210°, 1944 48 98 100 9914 991- 991, (10014 ly 
Conversion 210°, 1944/49 | 961, 98 | 97 9714 9714 981, 14 
Conversion 3°, 1948/53 99 10034 | 99lo | 9934 | 9954 /1001, ly 
Funding 254% 1952/57 ... | 94lo 9510 | 9454 9454 9454 95! : 
Nat. Defence 3% 1954/58 | 98 100 | 9812 | 99 99 | 100 
War Loan 3%, 1955/59 ... | 98 | 99 | 9814 | 981, 98lo | 991 l 
Funding 210°, 1956/61 ... | 8812 | 9012 | 8834 | 89 89 891 1 
Funding 3°, 1959/69 ..... 195 | 9712 | 9512 | 9534 | 953, | 9612 | —1 
Funding 4°, 1960/90 ...... 10815 |110 1083, (10914 (109 11014 14 
NN BN, accccccseccconcevs 107 10914 |10712 |10814 |10814 109! lq 
Consols 4% 1957/after ... |105!2 /|1081 10612 |107 107 108! . 
War Loan 310°, 1952/after | 95 | 99 | 9634 | 9714 | 97 981: 
Conv. 312% 196l/after ... | 95 993, | 97 971e 971g | 983, 1 
Local Loans 3°, 1912 after | 82! 86 | 8334 | 84 84 85 
Consols 210°, 1923 after 70! 73 71lg 72 72 73 
F.N. fixed interest index 124:8 |125:2 121-8 121-7 1120-9 |122-6 2:6 


came at a psychological moment, and in the rally which 
followed leading stocks almost regained their position at 
Tuesday’s close. The Emergency Powers Act had an inspir- 
ing effect on gilt-edged. Old War Loan jumped from 97 
to 984, and the other long-dated issues were similarly strong. 
For equities, the story has been markedly different. Indus- 
trials experienced little selling pressure, but lower and wider 
prices have had full effect. Even in Tuesday’s rally the re- 
covery was small and the fate of the market is fitly illus- 
trated in the decline of The Financial News industrial, share 
index from 70.3 on Friday last week to 68.6 on Monday, 
followed by a recovery of 0.2 on Tuesday and a resumed fall 
of 1.3 to 67.5 on Wednesday. But even equities responded 
to the Emergency Powers Act, and the index closed at 67.9 
on Thursday. The measure is generally welcomed in the 
market to show that Britain means business, and though it 
may also mean the end of equity investment business, by any 
normal standards, for the duration, ordinary shareholders in 
general are not likely to complain of measures which have 
become inescapable if the maximum war effort is to be put 
forward in the shortest time. 


* * * 


The Home Rail Retreat 


Despite substantial losses last week, home rail stocks 
have staged a further confused retreat this week, which 
until Thursday spared no section of the market, from the 
most vulnerable equity to the most soundly secured deben- 
ture. Since May 10th Southern preferred has fallen from 
674 to 56 and Great Western ordinary from 43 to 36, but 
L.N.E.R. 4 per cent. debentures have also fallen nearly 8 
points to 86, while the senior debentures of the other lines 
show losses ranging up to 5 points. Their experience is 
shown in the table in the adjoining column. The war 
damage argument (to which reference was made in last 
week’s issue) is still the major market factor, and the sharp 
falls in the marginal stocks may be justified from this 
point of view. Obviously, discrimination between the various 
issues is hardly possible when the extent of potential 
damage to individual lines, and the size of any extra pro- 
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visions from profits which it may entail are unknown quan- 
tities. Southern preferred and Great Western ordinary haye 
shown the most spectacular absolute losses, but the reb. 
tive falls of L.M.S. ordinary and L.N.E.R. second Prefer. 
ence, not unreasonably, have been at least as great. The Weak. 
ness of the debentures, though due in part to the reaction of 
gilt-edged stocks, has been the more emphatic because they 
lack any minimum price protection. Their nominal amount is 
approximately equal to that of the 3 per cent. War Loan— 
£300 millions—and they represent an important sector of the 


HoME RaiL MOVEMENTS 


May | May | May | May | May | M: sinc 

10 17 20 21 | 22 | 23° Mae 

| 10 

L.M.S. ord... 19 15 14 15 | 1434| 1534) —3) 
Do. 4% deb. vs... | 991g} 96lp| 9412] 9412] 9312| 96 °| —a! 
OE IEE, ccvecvnoscesss 591>, 54 52 5419} 53lo| 56 31) 
L.N.E.R. 2nd pref. ........ 17 14 13 131, 1212; 13 —4 
Do. 4°, deb. ... ‘enweneen 93) 88 85 85 84 | 86 —7) 
Do. 4°, Ist gtd. . | 7912] 7612| 74 | 75 | 74 | 74lg| -5° 
Gt. Western ord. ... 43 34 33 35 | 35 | 36 7 
Do. 4% deb. ....... 10310} 991)! 9815] 981p| 9610] 98ty| —5 
Do. 5% con. gd.............. | 11212] 110 | 108 | 109 | 106 108 | —4) 
Southern pfd. | 6712! 59 | 521 561.| 53 | 56 111, 
Do. 4% deb. .. ‘ 102 99 97 97 96 981lo| —4), 
Do. 5°, gtd. pref. ........ 11212; 111 110 110 10912: 11019} -2 

’ 


fixed interest market which must not be breached if the 
general basis of interest rates is to be maintained in rela 
tion with minimum prices for trustee stocks. Meanwhile, 
hearings have been opened this week by the Consultative 
Committee of the Railway Rates Tribunal, whose task js 
to advise the Minister of Transport how to secure the 10 
per cent. increase in London road fares. On behalf of the 
Railway Executive Committee it was estimated that London 
Transport receipts from road services (which amounted to 
£23,123,000 for the year to June last) would be £20,528,000 
for the year to March next, and it was agreed that there 
appears to be no escape from the increase of 1d. road fares 
to 14d. The proposed increases would produce £1,524,000 
from road services and £692,500 from rail services. 
* * * 

Changes in E.P.T. 

The 1940 Finance Bill runs to 105 pages. Many of its 
clauses merely give technical expression to tax changes already 
authorised. The principal new provisions relate to changes in 
Excess Profits ‘Tax as promised in Sir John Simon’s Budget 
speech. These provide mainly ior more equitable treatment of 
companies in depressed circumstances in the standard years, 
and the notorious sub-section 7 of section 13 of last year's 
Finance (No. 2) Act is repealed. A company which earned no 
profits in the standard period or whose profits were so low 
that they could not justifiably be used as a standard may 
given a standard by the Commissioners, not exceeding an 
amount sufficient to pay fixed dividends on preference capital 
anc 6 per cent. on ordinary shares of public companies, of 
8 per cent. for companies whose directors have a controlling 
interest. An appeal will lie from any determination of the 
Commissioners under this sub-section to the Board of 
Referees. If the Board is satisfied that profits were non- 
existent or too low in the standard period, and also that the 
company’s paid-up share capital did not fully represent the 
net value of assets employed in the business, they may i 
standard profits at 6 per cent., or 8 per cent. as the case may 
be, on the value of assets (on a going-concern basis) employed 
i the business immediately before the commencement of the 
standard period, after deducting borrowed money and making 
any adjustment for changes in the average amount of capi 
actually employed in the standard period itself. Further, the 
Board may issue a similar direction even if a company’ 
paid-up capital is fully represented by assets, if it show 
that it belongs to an industry which in the standard per! 
was a depressed industry. The concessions to these various 
special cases are to be strictly limited to a basis of 6 per cent 
on capital and, unlike the E.P.D. rules, there is no pi 
vision for special capital allowances for industries which 
have to undertake substantial trade risks. The concessions # 
least remove the more obvious shortcomings of section 13 
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last year’s Finance (No. 2) Act. New and necessarily compli- 
cated provisions have also been produced to provide for the 

egation of profits for inter-connected companies, which 
occupy a schedule of 18 pages. Clause 28 of the Bill appears 
to afford immunity to a parent company from double excess 
profits taxation on income arising from investments in con- 
trolled companies, provided that it exists wholly or mainly 
for the purpose of co-ordinating the administration of the 
group. This clause, however, does not appear to cover a case 
where a company’s assets consist wholly of shares in a second 
company, but which happen to represent less than a con- 
trolling interest. By the Emergency Powers Act, passed on 
Wednesday, the rate of Excess Profits Tax is raised from 
60 per cent. to 100 per cent. The Dividend Limitation Bill 
left shareholders with some equity in net retained profits 
after paying E.P.T., even where they could not be wholly 
distributed. ‘The exigencies of war have demanded that even 
that deferred equity must be surrendered. 


* * * 


Edmundsons Electricity Results 


Shareholders of Edmundsons Electricity Corporation 
have every reason for satisfaction with the company’s record 
for the year to March 31st. Trading profits, after charging 
net administrative expenses, rose from £155,313 in 1939 to 
{£156,679 in 1940. The marked increase in income from divi- 
dends from subsidiary companies and other sources from 
{585,872 in 1938 to £741,818 continued further to £748,474 
for 1939-40. Thus, total income since 1938 has shown an in- 
crease of nearly £30,000 to £905,153. While rising costs have 
reduced the total amount earned for ordinary stock from 
£469,977 to £459,969, this sum is still considerably above the 
earnings of 1937-38. The main items of rising costs have 
been an increase in the allocation for taxation and N.D.C. 
from £50,000 to £60,000 and in the interest on temporary 
loans. This item of expenditure has maintained a steady 
upward trend in the last three years from £38,048 in 1938 
to £46,603 in 1939 and £54,529 in 1940. Profits for the 
past three years are analysed below: — 


Years to March 31st 


1938 1939 1940 
4 = ae 
Trading profits ............ 281,737 $155,313 +156,679 
Divs. and other income 585,872 741,818 748,474 
Pee ; 867,609 897,130 905,153 
Expenses, fees & interest 78,469 55,310 63,341 
Taxation and N.D.C. 51,000 50,000 60,000 
Debenture service ......... 203,022 203,022 203,022 
Preference dividends ...... 113,211 118,821 118,821 
Ordinary stock :— 
ions Sakaia : 421,907 469,977 459,969 
es ue aus ; 336,600 405,000 405,000 
SE Ns cccsasasesae 11:8 7°3 6°8 
ere ciossvetacacexuves §9 6 6 
Reserve fund* ............ 30,000 30,000 30,000 
Carried forward ............ 98,184 133,161 158,130 
Issued ordinary capital ... 4,500,000 6,750,000 6,750,000 


* Not including direct transfers of capital profits. t After net 
administrative expenses. § And capital bonus of 50 per cent. 


Consolidated fixed assets of the group amounted to 
{28,279,658 at March last compared with £23,262,206 at 
March, 1937. Meanwhile, the policy of consolidating interests 
which effected a reduction in the number of subsidiary com- 
panies in the Edmundsons group from 49 in 1937 to 23 
in 1939 has been continued. The total is now 17, but the 
group’s interests remain well distributed geographically—a 
vulnerable quality, perhaps, when peacetime utility legisla- 
tion was contemplated, but a useful attribute in wartime. 
The declaration of a final dividend of 34 per cent. by the 
holding company, making a total of 6 per cent. on the year 
as before, gives a yield of £5 4s. per cent. on the £1 ordinary 
stock at the current price of 23s. 


* * * 


“The Chairman Said ”’ 

The speeches of the chairmen at the general meetings 
of Marks and Spencer, Cable and Wireless, and Imperial 
Chemical Industries have all revealed the influence of war 
Conditions on earning capacity in three branches of in- 
ustry, production, distribution and communications. All 
three chairmen were able to report that the exercise of fore- 
sight in the post-Munich period had permitted the transi- 
tion from peace to war conditions with a minimum of dis- 
location. All showed that earning capacity in the first phase 
of the war had been remarkably well maintained. Mr Simon 
Marks summarised the inconveniences which the war has 
brought to the distributive trade, caused by disturbance to 
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public purchasing habits, and difficulties in securing sup- 
Plies of textile goods—though Marks and Spencer has 
sought to offset them by placing bulk orders ahead of current 
needs, Both Lord McGowan at the I.C.I. meeting and Sir 
Edward Wilshaw at the Cable and Wireless meeting stressed 
the increasing amount of Government work for which both 
companies have become responsible. I.C.I. is devoting parti- 
cular effort to provide a surplus of production for export 
both in order to meet the demand of markets abandoned by 
Germany and in order to replenish British stocks of devisen. 
Increased Government traffic has not proved wholly profit- 
able to Cable and Wireless. The absorption of much private 
business under Ministerial control and the prohibition of 
the use of codes has actually caused certain falls in revenue. 
Cable and Wireless, however, was able to report record 
profit figures. The Empire “ flat rate” is proving remunera- 
tive, and special rates are now available for members of the 
fighting forces. The calling-up of labour is a common 
problem, which must grow increasingly acute, despite the 
vigorous plans for retraining and employment of women. 
But the conclusion from these three leading industrial con- 
cerns is that adaptation to war conditions is being energetic- 
ally pursued. 


* * * 

Richard Thomas Chairman 

Sir William Firth, whose removal from the board of 
Richard Thomas and Company was announced recently, is 
to be replaced by Mr E. H. Lever, Joint Secretary of the 
Prudential Assurance Company, who has accepted the unani- 
mous invitation of the board to become Chairman as from 
August Ist next. Mr Lever has been a member of the Control 
Committee as nominee of the trustees for the first mortgage 
debenture stock, and his appointment will entail his resig- 
nation from the Prudential Assurance Company in order to 


devote full time to the interests of the company as Chairman 
and Finance Director. 


* * * 


Hudson's Bay Report 


Despite the outbreak of war, Hudson’s Bay Company 
earned higher profits before making provision for taxation, 
both in the trading and land departments. Total revenue 
rose from £378,949 in 1939 to £458,155 in 1940. The reduc- 
tion in net profit from £110,503 to £72,269 is essentially due 
to the increase in income tax provision from £111,096 to 
£228,493. A rise in agricultural prices following on the out- 
break of war was responsible for an increase in land sales 
from 40,649 acres to 51,596 acres at an increased price of 
£1 11s. 6d. per acre. Hence the land department has been 
able to raise its ordinary dividend from 1 to 14 per cent., tax 
free. The reduction in the dividend of the trading depart- 
ment from 2} to 1 per cent. accordingly provides a gross 
yield on the £1 ordinary shares of £3 13s. 6d. at the current 
price of 18s. 6d. Profits in the trading department suffered 
from depression in the European fur market after the out- 
break of war, a factor which will presumably continue to 
operate as long as hostilities last. There is, however, good 
reason to expect that the general trading of the company 
will benefit further from the prosperity in the prairies follow- 
ing last year’s bumper harvest, though it is still too early to 
predict the yield of this year’s crop. Internal prosperity may 
thus be capable of offsetting fur trade losses and rising taxa- 
tion in wartime. The company’s balance sheet shows a rise 
in cash holdings from £412,030 to £623,737 and a rise in 
stocks of merchandise from £1,228,841 to £1,455,514. The 
increase in surplus current assets from £1,908,000 in 1939 
to £2,016,000 in 1940 represents a useful strengthening of 
the company’s financial position in the present emergency. 


* * * 


Newspaper Earnings 

The latest reports of Allied Newspapers and Odhams 
Press disclose only a slight fall in trading profit during 1939. 
Allied Newspapers report trading profits of £880,112, 
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compared with £869,552. Odhams Press reports a decline 
from £379,884 to £378,745. In both cases profits are some 
distance below the peacetime levels of over £1,000,000 estab- 
lished by the Allied Group, and of over £400,000 for 
Odhams in the years 1934-37. Thanks to a fall in debenture 
charges, the Allied report does, however, reveal an increase in 
net profit from £779,329 to £781,453. As suggested in The 
Economist of February 3, 1940, the increasing cost of pro- 
duction and the fall in advertising revenue in wartime has 
been more or less offset by the cut in expenses for canvassing 
and free insurance. But the best that can be said of the results 
of these two companies is that in the first year of partial war 
they were not noticeably worse than in the last year of partial 
peace. It remains to be seen how earnings will react to the 
more stringent conditions of the blitzkrieg period. Mean- 
while the inevitable rise in holdings of newsprint is indicated 
in the Allied balance sheet by a striking increase in the 
figure for stock-in-trade from £24,098 to £101,877, accom- 
panied by a reduction in cash from £435,237 to £235,191. 
Both companies have declared a reduced dividend on their 
ordinary shares. Allied Newspapers’ dividend is further 
reduced from 6 per cent. to 5 per cent., and Odhams Press 
dividend from 10 per cent. to 6 per cent. Thus, with a yield 
of £12 per cent. on the 4s. ordinary shares, now standing at 
2s., Odhams Press satisfy the criterion of a 10 per cent. 
yield recently suggested in these columns as the minimum 
safe return on newspaper equities in time of war. Allied 
Newspapers, with a yield of £9 10s. 6d. per cent. on the {£1 
ordinary stock, now quoted at 9s. 6d., is little distant from it. 


* * * 


Beechams Pills Record Profit 


Trading profits of Beechams Pills for the year to March 
last have set up a new record exceeding £1,000,000. The 
company’s total income amounts to £1,055,615 compared 
with £723,663 in 1939 and £600,908 in 1938. It is impos- 
sible to make any direct comparison between earnings in 
recent years on account of the far-reaching extensions which 
the group has achieved through the acquisition of control 
of Eno Proprietaries, Beecham Maclean Holdings and 
County Perfumery. Beecham’s earnings for 1940 include a 
dividend from the latter company in respect of the nine 
months beginning July 1, 1939. After provision for fees 
and taxation, net profit amounted to £583,597 compared 
with £516,255. Earnings for ordinary shares totalled £443,847 
compared with £375,650 for the previous year. The ordinary 
dividend of 283 per cent., less tax, for the year—the maxi- 
mum under the dividend limitation rules—is covered by an 
earnings percentage of 46.1 per cent. The allocation for 
income tax has risen from £190,792 to £329,018, and in 
addition the company has provided £140,000 for E.P.T. The 
sum charged to development reserve shows a slight increase 
from £72,919 to £79,124. Increased sales, which the direc- 
tors report since the outbreak of war, have presumably offset 
whatever increase in costs the company has incurred 
through its policy of maintaining stable prices. It is not clear, 
however, from the company’s statement, to what extent retail 
margins as well as prices have been stabilised. The balance 
sheet reveals an increase in surplus liquid assets from 
£88,000 to £350,000 mainly due to a reduction in the sums 
Owing to subsidiary companies. At the present market price 
of 7s., the 2s. 6d. deferred shares offer a yield of £10 4s 
per cent. 


Rand Quarterly Reports 


The following table summarises the results of last 
quarter’s development for the leading Union Corporation 
Central Mining and Gold Fields companies : — , 


Change on Previous 


January-March Quarter 
Mine Payability Inch Payability Inch. 
, oO dwts. “~ dwts, 
Union Corporation 
East Geduld ............... 64 510 1 +102 
EEOINED  aikcrsansecsscceeee 48 380 2 }. 57 
SIIIIID, sicsckconenseaessons At 251 3 — » 
Van Dyk Consolidated .... 25 225 19 . 3} 
Central Mining 
CRON: pidkcrdsvcconseess 44 242 16 ~ 60 
Consolidated Main Reef... 55 227 7 oo 
Crown Mines ...........+.+ 67 246 1 Nil 
SPUIIT SPOODD cccccscevcecess 57 273 - 4 4+ i 
East Rand Proprietary ... 35 279 10 - - 
Modderfontein East ...... 18-5 212 6 2 
SEE ccaiccvesnedossess 38:5 423 Nil _ ™ 
Gold Fields Group 

Rietfontein Consols. ...... 52 384 5 + 68 
Robinson Deep ............ 53 271 2 -100 
Simmer and Jack ......... 58 300 6 1. 43 
ONT csncncccscesesssse 27 201 ‘+ a | 
CEE cidcccbacesesedisn 47:3 525 3 +110 
WENONING  ocesscossoes —- Geer Dee t+ 7 + 85 
EE totic scarsanane ten 32:9 438 6 134 
Vogelstruisbult ............ 43-1 297 ] — 2 
LAERIGS VECI 00000000008 74:4 344 2 - 32 


East Geduld showed another excellent quarter’s develop- 
ment, and an improvement also occurred in Grootvlei. Van 
Dyk’s results were disappointing, with a substantial fal] 
in the percentage of payability, but this should only bea 
passing phase. Durban Deep, Consolidated Main Reef, 
Crown Mines, Rose Deep and East Rand Proprietary all 
showed satisfactory figures. A lower development footage 
in City Deep was accomplished, and results compared un- 
favourably with the previous quarter. Development results, 
however, have fluctuated in the past, and undue weight 
should not be given to results of any individual quarter, 
Percentage of payability in Modderfontein East has been 
regularly declining since the end of 1938 and has now 
reached the low figure of 18.5 per cent. In the Consolidated 
Gold Fields group Simmer and Jack had an excellent 
quarter. Owing to the higher gold price, ore reserves have 
automatically increased by 760,000 tons to 4,483,000 tons, 
averaging 4.2 dwts. April milling rose to 140,000 tons, and 
the monthly objective of 180,000 tons should be reached by 
the end of the year. Sub Nigel, Luipaards Vlei and Venters- 
post showed satisfactory results, while Vlakfontein again re- 
vealed substantially higher values, with an increased develop- 
ment footage. Spaarwater and Vogelstruisbult continue nor- 
mal development, and Robinson Deep’s somewhat poor re- 
sults will no doubt be adjusted in future. The immediate 
effect of the higher gold price increases the ore reserves by 
670,000 tons to approximately 7,515,000 tons, averaging 4.35 
dwt. At the annual meeting, it was stated that the present 
shaft layout will allow mining to 9,000 feet, but that a new 
deep level shaft system would enable operations to be carried 
down to 12,500 feet. The great expenditure involved, how- 
ever, would not be justified unless the Union Government 
modified mining taxation for such deep mining. 


THE STOCK EXCHANGES 


London Loan from the minimum of 95 on Wed- 524 on Monday, recovered to 56} on Tues 
nesday to par on Thursday. Other long- day, but has since recorded no net ad- 


Note: all dealings are for cash 


dated gilt-edged stocks shared fully in this vance. Great Western ordinary, however, 
spectacular recovery, Old Consols closing showed a one-point improvement 01 


; on Thursday ¢ 3 yi 1 T rg inary also closed 
At the opening on Monday the market sday at 734 compared with 713 Thursday and L.M.S. ordinary also ¢ 
; cre 7 : Sa ie on Monday, while Conversion 3} closed at better. 
was overshadowed by the rapid German 3 ; t : ‘ ‘» the 
a anes 983 on Thursday compared with 97 at Small business was recorded in 
thrust for the Channel ports. Quotations the bentenion of the wack, Th 1 totem Sent eons St vas on catty 
were marked down all round, and dcal- effect of the s entiere cov ; E eilt ween. ol a = i y neue whict 
ing margins widened. The subsequent © Specme coovery mm gik- improvement in Japanese issues, ‘lway 
. - edged has been to reduce the losses which was not maintained, and French railwa} 
story has been encouraging for gilt-edged, eccursed since the invasion of ele! d fate: san her heavily affected by the 
but not for equities. Business throughout on. rater e in = of Belgium an bonds were rather heavily affecte 
the week has been small, and there was d not more than one point. war news. 
never any extreme pressure to sell. On * 


Thursday, gilt-edged staged a remarkable 
recovery, assisted by good turnover on the 


Despite the unfavourable military d 


mobilisation of British resources to win Only a sympathetic response occurred in velopments, industrial shares —_ = 
the war, but there was only mild sympa- the home rail market to the recovery in enced little eclling pressure o a been 
thetic response from the depressed sec- gilt-edged, and it was largely confined to Prices, however, have in oe turner 
tions, like home rails and industrials. the senior debentures, which recovered heavily marked down, — d coal 

The change of sentiment in the gilr- about one point of their previous losses. has been slight. Iron, - a heaviest 
edged market between Wednesday morn- There was no improvement among mar- shares have experienced the 


coe . oe Sota : wn. 
ing and Thursday afternoon is illustrated ginal stocks; Southern preferred, which losses, including Wm. Cory, John Brow", 


by the range of markings in Old War recovered from its slump of 64 points to (Continued on page 958) 
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